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Special Note Regarding Forward-Looking Statements

This Annual Report on Form 10-K Annual Report contains forward-looking statements These statements

relate to future events or our future financial performance In some cases you can identify forward-looking

statements by terminology such as anticipate believe continue could estimate expect intend

may might plan potential predict should or will or the negative of such terms Forward-

looking statements are only predictions and involve known and unknown risks uncertainties and other factors

including the risks outlined under Item 1A Risk Factors and elsewhere in this
report that may cause our or our

industrys actual results performance or achievements to be materially different from any future results

performance or achievements expressed or implied by the forward-looking statements You should not place

undue reliance on these forward-looking statements Although we believe that the expectations reflected in the

forward-looking statements are reasonable we cannot guarantee future results performance or achievements We

undertake no obligation to publicly update or revise any forward-looking statements whether as result of new

information future events or otherwise unless required by law Unless the context requires otherwise the terms

Coinstar the Company we us and our refer to Coinstar Inc and its subsidiaries

PART

ITEM BUSINESS

Overview

We were incorporated in Delaware on October 12 1993 and are leading provider of automated retail solutions

that offer convenient products and services that benefit consumers and drive incremental retail traffic and

revenue for retailers Our core offerings in automated retail include our Redbox business where consumers can

rent or purchase movies and video games from self-service kiosks Redbox segment and our Coin business

where consumers can convert their coin to cash or stored value products at self-service coin counting kiosks

Coin segment Our New Ventures business New Ventures segment is focused on identifying evaluating

building and developing innovative self-service concepts in the marketplace

Summary of Recent Divestitures and Acquisitions

The following is summary of the acquisitions and divestitures that we made during the last five years

Year Transaction

2008 We increased our ownership percentage of Redbox Automated Retail LLC Redbox
from 47.3% to 1.0% in the first quarter

We acquired GroupEx Financial Corporation JRJ Express Inc and Kimeco LLC part

of our money transfer business the Money Transfer Business in the first quarter

2009 We increased our ownership percentage of Redbox from 51.0% to 100.0% in the first

quarter

We sold our subsidiaries comprising our entertainment business in the third quarter

2010 We sold our subsidiaries comprising our electronic payment business in the second

quarter

2011 We sold our subsidiaries comprising the Money Transfer Business in the second quarter

2012 We entered into certain arrangements with Verizon Ventures IV LLC Verizon with

respect to joint venture Redbox Instant by Verizon

We entered into an asset purchase agreement with NCR Corporation NCR the

NCR Agreement to acquire NCRs self-service entertainment DVD kiosk business



Additional information related to our joint venture and NCR Agreement can be found in Note Equity Method

Investments and Related Party Transactions and Note Business Combination in our Notes to Consolidated

Financial Statements Information related to our divestitures is included in Note 12 Discontinued Operations

and Sale of Business in our Notes to Consolidated Financial Statements

Business Segments

Redbox

Within our Redbox segment we operate approximately 43700 Redbox kiosks in 35800 locations where

consumers can rent or purchase movies and video games and in select markets purchase tickets for events Our

Redbox kiosks are available in every state Puerto Rico and Canada and are installed primarily at leading

grocery stores mass retailers drug stores restaurants and convenience stores including Walgreens Walmart and

McDonalds Our Redbox kioskS supply the functionality of traditional video rental store yet typically occupy

an area of less than ten square feet Consumers use touch screen to select their titles swipe valid credit or

debit card and receive their movies or video games The process is designed to be fast efficient and fully

automated Additionally at kiosks in select markets and online consumers can purchase tickets for live events

and attractions Consumers will have the option to print their tickets at home or in some cases pick them up at

the event venue We have also entered joint venture Redbox Instant by Venzon to provide consumers

nationwide over-the-top video distribution service that also offers rental of physical DVDs and Blu-ray

DiscslM from our kiosks Revenue attributable with the rental of DVDs and Blu-ray Discs is recorded within our

Redbox segment Redboxs ownership interest in the joint venture is accounted for using the equity method of

accounting See Note Equity Method In vestments and Related Party Transactions in our Notes to Consolidated

Financial Statements for additional details

Typically the daily rental fee at Redbox kiosk is flat fee plus tax for one daily rental and if the consumer

chooses to keep the movie or video game for additional days the consumer is charged for each additional day at

the same daily rental fee Our consumers can rent movie or video game from one location and return their

rental to any of our Redbox locations Additionally our consumers may reserve movie or video game online or

via smart phone application and pick it up at the selected Redbox location Tickets sold via our kiosks or online

are offered at face value plus applicable sales taxes and nominal per ticket fee currently $1 per ticket

We generate revenue primarily through fees charged to rent or purchase movie or video game and we pay

retailers percentage of our revenue Our content library which we called our DVD library in prior years

consists of movies and video games available for rent or purchase We obtain our movie and video game content

through revenue sharing agreements and license agreements with studios and game publishers as well as through

distributors and other suppliers Our goal is to achieve satisfactory availability rates to meet consumer demand

while also maximizing our margins For additional information related to our content license agreements with

studios see Note 19 Commitments and Contingencies in our Notes to Consolidated Financial Statements

Coin

Within our Coin segment we own and operate approximately 20300 coin-counting kiosks approximately

17300 of which offer variety of stored value products to consumers in 20100 locations where consumers

feed loose change into the kiosks which count the change and then dispense vouchers or in some cases issue

stored value products at the consumers election Our Coin kiosks are available across the U.S where they

provide convenient and trouble-free service to retailers such as Kroger and Walmart and in Canada Puerto

Rico Ireland and the United Kingdom We are the only multi-national fully automated network of self-service

coin-counting kiosks and are the leader in the U.S market

We generate revenue through transaction fees from our consumers and product partners Each voucher lists the

dollar value of coins counted less our transaction fee When consumers elect to have stored value product

issued the transaction fee normally charged to the consumer is charged instead to the card issuers for the coin

counting services



New Ventures

Within our New Ventures segment we identify evaluate build and develop innovative new self-service concepts

in the automated retail space through organic growth and external investment Our New Ventures segment

consists primarily of our coffee refurbished electronics and photo self-service concepts

We generate revenue primarily through fees charged for products and services offered to consumers in select test

markets where we are testing business concepts

Seasonality

We have historically experienced seasonality in our revenue from our Redbox segment December and the

summer months have historically been high rental months while September and October have been low rental

months due in part to the beginning of the school year and the introduction of the new fall television season

However we have entered into licensing agreements with certain studios that contain delayed rental windows

This has shifted the availability of certain titles relative to historic patterns most notably certain titles have

shifted from the fourth quarter holiday season into the first quarter of the following year Despite this shift we

believe the fourth quarter will remain our highest revenue quarter consistent with our historical experience

Seasonal affects however may be minimized by the actual release slate and the relative attractiveness of movie

titles in particular quarter or year Our Coin segment generally experiences its highest revenue in the second

half of the year due to increased retailer foot traffic and holiday shopping in the fourth quarter and an increase in

consumers desire for disposable income in the summer months

Employees

As of December 31 2012 we had approximately 2927 employees Included in this total were more than 1907

field service employees throughout the U.S and internationally who have broadened our geographic reach to

develop and maintain strong relationships with retailers and service our kiosks

Additional Business Information

See Note 15 Business Segments and Enterprise-Wide Information in our Notes to Consolidated Financial

Statements as well as Item 1A Risk Factors for additional information related to our segments intellectual

property competition limited or sole source suppliers content and geographic and significant business

relationship information which information is incorporated herein by reference

Where You Can Get More Information

We meet information-reporting requirements of the Securities and Exchange Act of 1934 by filing and furnishing

to the Securities and Exchange Commission SEC reports including annual reports on Form 10-K quarterly

reports on Form 10-Q and current reports on Form 8-K as well as amendments thereto These reports and

related materials are available at the SEC website www.sec.gov and the SECs Public Reference Room at 100

Street N.E Washington DC 20549 Information on the operation of the SECs Public Reference Room may be

obtained by calling the SEC at 1-800-SEC-0330 We make these reports and related materials available as soon

as reasonably practicable after we electronically deliver such materials to the SEC free of charge on the Investor

Relations section of our website www.coinstarinc.com

ITEM 1A RISK FACTORS

You should carefully consider the following risk factors that may affect our business including our financial

condition and results of operations The risks and uncertainties described below are not the only risks we face

Additional risks and uncertainties not presently known to us or that we currently deem immaterial also may

impair our business If any of the following risks or uncertainties actually occur our business could be harmed

the trading price of our common stock could decline and you could lose all or part of your investment in us



The termination non-renewal or renegotiation on materially adverse terms of our contracts or

relationships with one or more of our significant retailers studios or game publishers could seriously harm

our business financial condition and results of operations

The success of our business depends in large part on our ability to maintain contractual relationships with our

retailers in profitable locations typical Redbox or Coin retail contract ranges
from three to five years and

automatically renews until we or the retailer gives notice of termination Certain contract provisions with our

retailers vary including product and service offerings the service fees we are committed to pay each retailer and

the ability to cancel the contract upon notice after certain period of time We strive to provide direct and

indirect benefits to our retailers that are superior to or competitive with other providers or systems or alternative

uses of the floor space that our kiosks occupy If we are unable to provide our retailers with adequate benefits we

may be unable to maintain or renew our contractual relationships on acceptable terms causing our business

financial condition and results of operations to suffer

We do substantial amount of our business with certain retailers For example we have significant relationships

with Wal-Mart Stores Inc Walgreen Co and The Kroger Company which accounted for approximately

16.0% 16.0% and 10.7% of our consolidated revenue from continuing operations respectively during 2012

Although we have had and expect to continue to have successful relationship with these retailers changes to

these relationships will continue to occur both in the long and short-term some of which could adversely affect

our business and reputation For example our Coin and Redbox relationship with Walmart is governed by

contracts that provide either party the right to terminate the contracts in their entirety or as to any store serviced

by the contracts with or without cause on as little as 90 days notice Cancellation adverse renegotiation of or

other changes to these relationships could seriously harm our business and reputation

in addition our business depends on our ability to obtain adequate content from movie studios and video game

publishers We have entered into licensing agreements with certain studios to provide delivery of their DVDs by

the street date the first date on which DVD releases are available to the general public for home entertainment

purposes on either rental or sell-through basis In addition we have licensing arrangements with other studios

that make DVDs available for rent 28 days or more after the street date If we are unable to maintain or renew our

current relationships to obtain movie or video game content on acceptable terms our business financial

condition and results of operations may suffer

There are many risks related to our Redbox business that may negatively impact our business

The home video industry is highly competitive with many factors affecting our ability to profitably manage our

Redbox business We have invested and plan to continue to invest substantially to establish and maintain our

infrastructure of Redbox kiosks in the U.S and Canada The home video distribution market is rapidly evolving

as newer technologies and distribution channels compete for market share There is no assurance that the Redbox

kiosk channel will maintain or achieve additional market share over the long-term and if it does not our

business operating results and financial condition could be materially and adversely affected Some of the risks

that could negatively impact our participation in this industry include

Changes in consumer content delivery preferences including increased use of digital video recorders

pay-per-view delivered by cable or satellite providers and similar technologies digital downloads

online streaming portable devices and other mediums video on demand subscription video on

demand disposable or download-to-burn DVDs DVDs with enhanced picture sound quality or bonus

content or less demand for high volume of new movie content due to such things as larger home DVD

and downloaded movie libraries

Increased availability of digital movie content inventory through digital video recorders pay-per-view

delivered by cable or satellite providers and similar technologies online streaming digital downloads

portable devices digital lockers and other mediums



Decreased quantity and quality of movie content availability for DVD distribution due to movie

content failing to appeal to consumers tastes increased focus on digital sales and other general

industry-related factors including financial disruptions and labor conflicts

Due to arrangements with certain studios that provide content on delayed basis the availability of

some new releases in our kiosks may shift to times when consumers are relatively less likely to rent

movies or may be in genres that are off seasonally such as holiday movie unavailable until January

and

Decreased costs for consumers to purchase or receive movie content including less expensive DVDs
more aggressive competitor pricing strategies and piracy

Adverse developments relating to any of these risks as well as others relating to our participation in the home

video industry could significantly affect our business financial condition and operating results

Our inability to receive delivery of DVDs on the date of their initial release to the general public or shortly

thereafter for home entertainment viewing could adversely affect our Redbox business

Traditionally businesses that rented movies in physical formats such as DVDs had enjoyed competitive

advantage over other movie distribution rental channels After the initial theatrical release of movie the major

studios generally had made their movies available on physical formats for 30- to 45-day release window before

release to other movie distribution rental channels such as pay-per view video-on-demand premium television

basic cable and network and syndicated television

However certain movie studios have changed or are changing and other movie studios could change their

practices including shortening or discontinuing altogether or otherwise restricting movie distribution windows

including making video-on-demand or other digital delivery methods available prior to or simultaneous with the

physical DVD release For example certain movie studios have made new release titles available on video-on-

demand or for online purchase on the same date as the DVD release and certain movies have been made

available via premium video-on-demand while they are still in theaters Further some studios have implemented

restrictions on renting DVDs for weeks following the initial release of the same title for purchase For example

Redbox has entered into arrangements with certain studios that include delayed rental windows Entering into

these studio licensing arrangements that contain delayed rental window may decrease consumer satisfaction

and consumer demand and we may lose consumers to our competitors that offer DVD titles without delayed

rental window In addition studios may seek to impose longer delays or studios that currently provide content on

street date may seek similar delays Any of these developments could have material adverse effect on our

business financial condition and results of operations For example we believe that the 28-day delayed rental

window of certain of our DVD titles during the holiday season negatively impacted our fourth quarter 2010 rental

and financial results

If we do not manage our content library effectively our business financial condition and results of

operations could be materially and adversely affected

critical element of our Redbox business model is to optimize our library of DVD titles formats and copy

depth to achieve satisfactory availability rates to meet consumer demand while also maximizing margins If we

do not timely acquire sufficient DVD titles due to for example not correctly anticipating demand intentionally

acquiring fewer copies than needed to fully satisfy demand or the lack of available titles we may not

appropriately satisfy consumer demand which could decrease consumer satisfaction and we could lose

consumers to competitors Conversely if we attempt to mitigate this risk and acquire larger number of copies to

achieve higher availability rates for select titles or wider range of titles our library utilization would become

less efficient and our margins for the Redbox business would be adversely affected Our ability to accurately

predict consumer demand as well as market factors such as our ability to obtain satisfactory distribution

arrangements may impact our ability to timely acquire appropriate quantities of certain DVD titles In addition



if we are unable to obtain or maintain favorable terms from our suppliers with respect to such matters as timely

movie access copy depth formats and product destruction among others or if the price of DVDs increases or

decreases generally or for certain titles our library may become unbalanced and our margins may be adversely

affected For example we believe that in the fourth quarter of 2010 we purchased too many copies of DVDs for

our kiosks and removed older titles too early negatively impacting our revenues and gross margins

Further the delay in our ability to rent certain studios DVD titles pursuant to delayed rental window may

negatively affect consumer satisfaction and demand and we could lose consumers to our competitors because of

the timing of our library In addition if we are unable to comply with or lack the necessary internal controls to

ensure appropriate documentation and tracking of our content library we may among other things violate

certain of our studio licensing arrangements be forced to pay fee for unaccounted for DVDs and be susceptible

to risks of theft and misuse of property any of which may negatively affect our margins in the Redbox business

Any of these developments could have material adverse effect on our business financial condition and results

of operations

For example we have entered into licensing agreements with certain studios to provide delivery of their DVDs

by the street date and with other studios to make DVDs available for rent 28 days or more after the street date

Our business financial condition and results of operations could be materially and adversely affected if these

agreements do not provide the expected benefits to us For example these agreements require us to license

minimum quantities of theatrical and direct-to-video DVDs for rental at our kiosks If the titles or format

provided are not attractive to our consumers we will be required to purchase too many copies of undesirable

titles or an undesirable format possibly in substantial amounts which could adversely affect our Redbox

business by decreasing consumer demand for offered DVD titles and consumer satisfaction with our services or

negatively impacting margins If studios that do not have delayed rental window elect to delay the general

release of DVDs to the rental market for significant periods after they are released for retail sales demand for

rental of these titles may be adversely affected If consumers choose to rent these DVD titles from our

competitors purchase the DVD titles rather than rent from us or find our DVD title selection unbalanced or

unappealing our business operating results and financial condition could be materially and adversely affected

In addition we have incurred and may continue to incur additional non-cash increases to operating expenses

which are amortized over the terms of any such arrangements that also could have dilutive impact on our

stockholders such as the issuance of equity under certain of our existing studio contracts or to the extent we enter

into similararrangements with other movie studios in the future Further if some or all of these agreements prove

beneficial but are early terminated we could be negatively impacted Moreover if we cannot maintain similar

arrangements in the future with these or other studios or distributors or these arrangements do not provide the

expected benefits to us our business could suffer

If we cannot execute on our strategy and offer new automated retail products and services including

through our New Ventures segment our business could suffer

Our strategy is based upon leveraging our core competencies in the automated retail space to provide the

consumer with convenience and value and to help retailers drive incremental traffic and revenue To be

competitive we need to develop or otherwise provide new product and service offerings that are accepted by

the market and establish third-party relationships necessary to develop and commercialize such product and

service offerings We are exploring new businesses to enter and new products and services to offer including

through our New Ventures segment however the complexities and structures of these new businesses could

create conflicting priorities constrain limited resources and negatively impact our core businesses We may use

our financial resources and managements time and focus to invest in other companies offering automated retail

services such as our investment in ecoATM company that provides an automated eCycling station that

captures tracks and recycles mobile devices or we may seek to grow businesses organically such as our RubiTM

coffee kiosk venture or we may seek to offer new products on our current kiosks such as video games or tickets

on the Redbox kiosk or new Coin-to-Commerce products on our Coin kiosk We may enter into joint ventures

such as Redbox Instant by Verizon through which we may expand our product offerings Any new business



opportunity also may have its own unique risks related to operations finances intellectual property technology

legal and regulatory issues corporate governance or other challenges for which we may have limited or no prior

experience In addition if we fail to timely establish or maintain relationships with significant retailers and

suppliers we may not be able to provide our consumers with desirable new products and services Further in

order to develop and commercialize certain new products and services we will need to create new kiosks or

enhance the capabilities of our DVD and coin-counting kiosks as well as adapt our related networks and systems

through appropriate technological solutions and establish market acceptance of such products or services We

cannot assure you that new products or services that we provide will be successful or profitable

Defects failures or security breaches in and inadequate upgrades of or changes to our operating systems

could harm our business

The operation of our business depends on sophisticated software hardware computer networking and

communication services that may contain undetected errors or may be subject to failures or complications These

errors failures or complications may arise particularly when new changed or enhanced products or services are

added In the past there have been limited delays and disruptions resulting from upgrading or improving these

operating systems Future upgrades improvements or changes that may be necessary to expand and maintain our

business could result in delays or disruptions or may not be timely or appropriately made any of which could

seriously harm our operations

Further certain aspects of the operating systems relating to our business are provided by third parties including

telecommunications Accordingly the effectiveness of these operating systems is to certain degree dependent

on the actions and decisions of third parties over whom we may have limited control

Failure to adequately comply with information security policies or to safeguard against breaches of such

policies could adversely affect our operations and could damage our business reputation financial

position and results of operations

As our business expands to provide new products and services such as Redbox Instant by Verizon Redbox

Tickets and Coin-to-Commerce we are increasing the amount of consumer data that we collect transfer and

retain as part of our business These activities are subject to laws and regulations as well as industry standards in

the United States and other jurisdictions in which our products and services are available These requirements

which often differ materially and sometimes conflict among the many jurisdictions in which we operate are

designed to protect the privacy of consumers personal information and to prevent that information from being

inappropriately used or disclosed We maintain and review technical and operational safeguards designed to

protect this information and generally require third party vendors and others with whom we work to do so as

well However despite those safeguards it is possible that hackers employees acting contrary to our policies

third-party agents or others could improperly access relevant systems or improperly obtain or disclose data about

our consumers or that we may be determined not to be in compliance with applicable legal requirements and

industry standards for data security such as the Payment Card Industry guidelines breach or purported breach

of relevant security policies that compromises consumer data or determination of non-compliance with

applicable legal requirements or industry standards for data security could expose us to regulatory enforcement

actions card association or other monetary fines or sanctions or contractual liabilities limit our ability to

provide our products and services subject us to legal action and related costs and damage our business

reputation financial position and results of operations

Litigation arbitration mediation regulatory actions investigations or other legal proceedings could result

in material rulings decisions settlements fines penalties or publicity that could adversely affect our

business financial condition and results of operations

Our business has in the past been and may in the future continue to be party to class actions regulatory actions

investigations arbitration mediation and other legal proceedings The outcome of such proceedings is often

difficult to assess or quantify Plaintiffs regulatory bodies or other parties may seek very large or indeterminate



amounts of money from us or substantial restrictions on our business activities and the results including the

magnitude of lawsuits actions settlements decisions and investigations may remain unknown for substantial

periods of time The cost to defend settle or otherwise finalize lawsuits regulatory actions investigations

arbitrations mediations or other legal proceedings may be significant and such proceedings may divert

managements time For example in recent years we have been involved in consumer class action lawsuits

securities class action and derivative lawsuit and studio litigation as well as other litigation in the ordinary

course of business In addition there may be adverse publicity associated with any such developments that could

decrease consumer acceptance of our products and services As result litigation arbitration mediation

regulatory actions or investigations involving us or our affiliates may adversely affect our business financial

condition and results of operations

We are subject to substantial federal state local and foreign laws and government regulation specific to

our business

Our business is subject to federal state local and foreign laws and government regulation including those

relating to copyright law access to kiosks in public places consumer privacy and protection data protection and

information security taxes vehicle safety charitable fundraising the transfer of money or things of value coins

currency controls weights and measures payment cards and other payment instruments food and beverages

sweepstakes and contests The application of existing laws and regulations changes in laws or enactment of new

laws and regulations that apply or may in the future apply to our current or future products or services changes

in governmental authorities interpretation of the application of various government regulations to our business

or the failure or inability to gain and retain required permits and approvals could materially and adversely affect

our business

For example if U.S copyright law were altered to amend or eliminate the First Sale Doctrine our business could

be adversely affected Under U.S copyright law the First Sale Ioctrine provides that once copyright owner

sells copy of his work the copyright owner relinquishes all further rights to sell or otherwise dispose of that

copy While the copyright owner retains the underlying copyright to the expression fixed in the work the

copyright owner gives up his ability to control the fate of the work once sold As such once we purchase DVD

in the market we are permitted to re-sell it rent it or otherwise dispose of it Although the majority of our

content library is licensed directly from studios and not purchased if Congress or the courts were to change or

substantially limit this First Sale Doctrine our ability to obtain certain purchased content and then rent it could

be adversely affected

In addition many jurisdictions require us to obtain certain licenses in connection with the operations of our

businesses There can be no assurance that we will be granted all necessary licenses or permits in the future that

current licenses or permits will be renewed or that regulators will not revoke current licenses or permits Given

the unique nature of our business and new products and services we may develop or acquire in the future the

application of various laws and regulations to our business is uncertain Further as governmental and regulatory

scrutiny and action with regard to many aspects of our business increase we expect that our costs of complying

with the applicable legal requirements may increase perhaps substantially

Failure to comply with these laws and regulations could result in among other things revocation of required

licenses or permits loss of approved status termination of contracts administrative enforcement actions and

fines class action lawsuits cease and desist orders and civil and criminal liability The occurrence of one or more

of these events as well as the increased cost of compliance could materially adversely affect our business

financial condition and results of operations

If we cannot manage our growth effectively we could experience material adverse effect on our business

financial condition and results of operations

We have experienced substantial growth in our business particularly due to the rapid expansion of Redbox

Although we believe that the total addressable market for DVD kiosks is large we cannot be certain about its



size the most effective plan for locating kiosks or the optimum market density Because the DVD kiosk market

and our business model for Redbox is continually evolving we have incomplete data and track records for

predicting kiosk and market performance in future periods As result we may make errors in predicting and

reacting to relevant business trends which could have material adverse effect on our business financial

condition and results of operations For example we may among other things over-install kiosks in certain

geographic areas leading to non-accretive installations and we cannot be certain that historical revenue ramps for

new kiosks will be sustainable in the future

This growth has placed and may continue to place significant demands on our operational financial and

administrative infrastructure and our management As our operations have grown in size scope and complexity

we have focused on integrating as appropriate and improving and upgrading our systems and infrastructure

both those relating to providing attractive and efficient consumer products and services and those relating to our

administration and internal systems processes
and controls For example management has had to adapt to and

provide for oversight of more decentralized organization as Redboxs operations have remained primarily in

Oakbrook Terrace Illinois while Coinstars corporate headquarters and Coin operations have remained in

Bellevue Washington This integration and expansion of our administration processes systems and

infrastructure have required us to commit and will continue to cause us to commit substantial financial

operational and technical resources to managing our business Further our growth could strain our ability to

provide popular and reliable product and service levels including for our New Ventures for our consumers

develop and improve our operational financial and management controls in timely and efficient manner

enhance our reporting systems and processes as may be required and recruit train and retain highly-skilled

personnel

Managing our growth will require significant expenditures and allocation of valuable management and

operational resources If we fail to achieve the necessary level of efficiency in our organization including

otherwise effectively growing our business lines our business operating results and financial condition could be

harmed

Acquisitions and investments involve risks that could harm our business and impair our ability to realize

potential benefits from such acquisitions and investments

As part of our business strategy we have in the past sought and may in the future seek to acquire or invest in

businesses products or technologies that we feel could complement or expand our business For example in

2012 Redbox acquired certain assets of NCR Corporation related to its self-service DVD kiosk business and also

entered into joint venture arrangement to launch Redbox Instant by Verizon nationwide over-the-top video

distribution service that also offers rental of physical DVDs and Blu-ray Discs from our kiosks However we

may be unable to adequately address the financial legal and operational risks raised by such acquisitions or

investments and may not successfully integrate these acquisitions or investments which could harm our business

and prevent us from realizing the projected benefits of the acquisitions and investments In addition we may not

have the right or power to direct the management or policies of companies we have invested in For example

Redbox Instant by Verizon may take action contrary to our interests although we may nonetheless be called to

invest additional sums Further the evaluation and negotiation of potential acquisitions and investments as well

as the integration of acquired businesses divert management time and other resources Accordingly we cannot

assure you that any particular transaction even if successfully completed will ultimately benefit our business

Certain financial and operational risks related to acquisitions and investments that may have material impact on

our business are

the assumption of known and unknown liabilities of an acquired company including employee and

intellectual property claims and other violations of applicable law

losses related to acquisitions and investments

managing relationships with other investors and the companies in which we have made investments

including in some cases as minority partner



reduced liquidity including through the use of cash resources and incurrence of debt and contingent

liabilities in funding acquisitions and investments

entrance into niarkets in which we have no direct prior experience such as the digital market through

our joint venture Redbox Instant by Verizon

impairment of goodwill and acquired intangible assets arising from our arrangements and investments

difficulties and expenses in assimilating the operations products technology information systems or

personnel of an acquired company acquired assets or joint ventures

inability to efficiently divest unsuccessful acquisitions and investments

stockholder dilution if an acquisition is consummated through an issuance of our securities

imposition of restrictive covenants and increased debt service obligations that provide us less flexibility

in how we operate our business to the extent we borrow to finance an acquisition or investment

amortization expenses related to acquired intangible assets and other adverse accounting consequences

costs incurred in identifying and performing due diligence on potential targets and negotiating

agreements that may or may not be successful including payment of break-up fees if transactions are

not closed

impairment of relationships with employees retailers and affiliates of our business and the acquired

business

We have indebtedness which may limit our ability to obtain future financings and may negatively impact

our business financial condition results of operations and growth

As of December 31 2012 $159.7 million and $172.8 million was reflected on our Consolidated Balance Sheets

as the outstanding principal balance of our term loan and revolving credit facility the Credit Facility and our

4.00% Convertible Senior Notes due 2014 the Notes respectively We may generally prepay amounts

borrowed under the Credit Facility without premium or penalty other than LIBOR breakage costs The Credit

Facility bears interest at variable rates determined by prevailing interest rates and our leverage ratio As result

our costs of borrowing are exposed to risks of fluctuations in interest rates as well as our financial condition and

operating results which affect our leverage ratio Loans made pursuant to the Credit Facility are secured by

first priority security interest in substantially all of our assets and substantially all of the assets of our domestic

subsidiaries as well as pledge of substantial portion of the equity interests in our subsidiaries

This Credit Facility may limit our ability to obtain future financings and may negatively impact our business

financial condition results of operations and growth If we have substantial financial leverage we may not be

able to generate sufficient cash flow to service the indebtedness or to adequately fund our operations Moreover

the Credit Facility contains negative covenants and restrictions relating to such things as certain stock

repurchases liens investments capital expenditures other indebtedness payments of dividends and

fundamental changes and dispositions of our assets that could impair our flexibility to pursue growth

opportunities In addition the Credit Facility requires that we meet certain financial covenants including

maximum consolidated leverage ratio and minimum consolidated interest coverage ratio all as defined in the

Credit Facility If the financial covenants are not met or any other event of default occurs under the Credit

Facility our lenders would be entitled to declare our indebtedness immediately due and payable and exercise

other remedies

We may not have the ability to pay interest on our Notes to repurchase the convertible notes upon

fundamental change or to settle conversions of the Notes as may be required

The $185.0 million in aggregate principal amount of our Notes bear interest semi-annually payable March and

September of each year If fundamental change occurs under the indenture governing the Notes holders of

the Notes may require us to repurchase for cash all or portion of their Notes In addition upon satisfaction of
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certain conversion conditions including conditions outside of our control such as market price or trading price

and proper
conversion of the Notes by holder we will be required to make cash payments of up to $1000 for

each $1000 in principal amount of such Notes as well as deliver shares of our common stock if applicable For

example at June 30 2012 our Notes became convertible in and for the third quarter of 2012 at the option of each

holder because the closing sale price of our common stock for at least 20 trading days in period of 30

consecutive trading days ending on the last trading day of the second quarter of 2012 exceeded 130% of the

applicable conversion price Depending on the amount and timing of the payment requirements we may not have

been able to meet all of the obligations relating to Note conversions which could have had material adverse

effect

In addition our Credit Facility prohibits us from making any cash payments due upon the repurchase or

conversion of the Notes if an event of default then exists or would result from the relevant payment under that

facility or ii after giving effect to the relevant cash payment we would not be in pro forma compliance with our

consolidated leverage ratio test specified in that facility Any agreements or indebtedness we enter into or incur

in the future may further restrict our ability to pay interest on carry out the fundamental change repurchase

obligations relating to or make payments including cash upon conversion of the Notes

Further if we fail to pay interest on carry out the fundamental change repurchase obligations relating to or make

payments including cash upon conversion of the Notes we will be in default under the indenture governing the

Notes default under the indenture or the fundamental change itself could also lead to default under

agreements governing our existing and future indebtedness including our Credit Facility If the repayment of

indebtedness were to be accelerated including after any applicable notice or grace periods we may not among

other things have sufficient funds to repay indebtedness or pay interest on carry out our repurchase obligations

relating to or make cash payments upon conversion of the Notes

Conversion of our convertible notes into common stock could result in additional dilution to our

stockholders

Upon satisfaction of certain conversion conditions including conditions outside of our control such as market

price or trading price and proper
conversion of the Notes by holder we may be required to deliver shares of

our common stock to converting holder For each $1000 principal amount of Notes converted holder

receives an amount in cash equal to $1000 and if the conversion value as determined by the terms of the

indenture exceeds $1000 the holder will also receive number of shares of our common stock based on the

excess conversion value The number of shares of common stock potentially to be issued upon conversion of the

Notes increases as the market price of our common stock increases during the conversion value measurement

period If additional shares of our common stock are issued due to conversion of some or all of the outstanding

Notes the ownership interests of existing stockholders would be diluted Further any
sales in the public market

of any shares of common stock issued upon conversion or hedging or arbitrage trading activity that develops due

to the potential conversion of the Notes could adversely affect prevailing market prices of our common stock

Competitive pressures could seriously harm our business financial condition and results of operations

Our Redbox business faces competition from many other providers including those using other distribution

channels having more experience greater or more appealing inventory better financing and better relationships

with those in the movie and video game industries than we have including

mail-delivery and online retailers like Netflix or Amazon

cable satellite and telecommunications providers like Comcast or DISH Network

traditional movie programmers like HBO or Showtime

other forms of movie content providers like Internet sites including iTunes YouTube Hulu or Google

traditional brick and mortar video retailers and other DVD kiosk businesses
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other retailers like Walmart and other chain stores selling DVDs and video games

other forms of video game rental providers like GameFly

other ticket distributors like TicketMaster

noncommercial sources like libraries and

general competition from other forms of entertainment such as movie theaters television and sporting

events

Our Coin business faces competition from supermarkets banks and other companies that purchase and operate coin-

counting equipment from companies such as ScanCoin Cummins-Allison Corporation and others Our retailers

may choose to replace our coin-counting kiosks with competitor machines and operate such kiosks themselves or

through third party or not carry coin-counting kiosks at all deciding that floor space could be used for other

purposes In addition retailers some of which have significantly more resources than we do may decide to enter

the coin-counting market Some banks and other competitors already provide coin-counting free of charge or for an

amount that yields very low margins or that may not generate profit at all An expansion of the coin-counting

services provided or reduction in related fees charged by any of these competitors or retailer decisions to use floor

space for other than coin-counting could materially and adversely affect our business and results of operations

In addition the nature and extent of consolidations and bankruptcies which often occur during or as result of

economic downturns in markets where we install our kiosks particularly the supermarket and other retailing

industries could adversely affect our operations including our competitive position as the number of

installations and potential retail users of our kiosks could be significantly reduced See the risk factor below

entitled Events outside of our control including the current economic environment has negatively affected

and could continue to negatively affect consumers use of our products and services

Our business can be adversely affected by severe weather natural disasters and other events beyond our

control such as earthquakes fires power failures telecommunication loss and terrorist attacks

catastrophic event that results in the destruction or disruption of any of our critical business or information

technology systems could harm our ability to conduct normal business operations and our operating results For

example our corporate headquarters and certain critical business operations are located in the Bellevue

Washington area which is near major earthquake faults While we have taken steps to protect the security of

critical business processes and systems and have established certain back-up systems and disaster recovery

procedures any disruptions whether due to inadequate back-up or disaster recovery planning failures of

information technology systems interruptions in the communications network or other factors could seriously

harm our business financial condition and results of operations

In addition our operational and financial performance is direct reflection of consumer use of and the ability to

operate and service our kiosks used in our business Severe weather natural disasters and other events beyond

our control can for extended periods of time significantly reduce consumer use of our products and services as

well as interrupt the ability of our employees and third-party providers to operate and service our kiosks For

example in October 2012 Hurricane Sandy caused disruptions to our normal operations in the impacted region

for an extended period of time In some cases severe weather natural disasters and other events beyond our

control may result in extensive damage to or destruction of our infrastructure and equipment including loss of

kiosks used to provide our products and services which losses may not be fully covered by insurance

Our business involves the movement of large sums of money and as result our business is particularly

dependent on our ability to process and settle transactions accurately and efficiently

Our business involves the movement of large sums of money Our Coin business requires the effective transfer of

large sums of money between many different locations Because we are responsible for large sums of money that

often are substantially greater than the revenues generated the success of our business particularly depends upon

the efficient secure and error-free handling of the money We rely on the ability of our employees and our
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operating systems and network to process
these transactions in an efficient uninterrupted and error-free manner In

the event of breakdown catastrophic event security breach improper operation or any
other event impacting our

systems or network or our vendors systems or processes or improper or other actions taken by employees or third

party vendors we could suffer financial loss loss of consumers regulatory sanctions and damage to our reputation

Our failure to meet consumer expectations with respect to pricing our products and services may

adversely affect our business and results of operations

Demand for our products and services may be sensitive to pricing changes We evaluate and update our pricing

strategies from time to time and changes we institute may have significant impact on among other things our

revenue and net income For example in March 2010 we increased the typical coin-counting transaction fee

from 8.9% to 9.8% and in October 2011 we increased the daily rental fee for standard definition DVDs from

$1.00 to $1.20 In the future other fee increases or pricing changes may deter consumers from using our kiosks

or reduce the frequency of their usage

The loss of key personnel or the inability of replacements to quickly and successfully perform in their new

roles could adversely affect our business

In recent years we have experienced significant changes in our senior management team including our CEO and

CFO succession plan announced in January 2013 Further changes in senior management could result in

disruptions to our operations If we lose or terminate the services of one or more of our current executives or key

employees or if one or more of our current or former executives or key employees joins competitor or

otherwise leaves or competes with us it could harm our business and our ability to successfully implement our

business plan Additionally if we are unable to timely hire qualified replacements for our executive and other

key positions our ability to execute our business plan could be harmed Even if we can timely hire qualified

replacements we would expect to experience operational disruptions and inefficiencies during any transition

We may be unable to adequately protect our intellectual property or enforce our patents and other

proprietary rights

Our success depends in part on our ability to protect our intellectual property and maintain the proprietary

nature of our technology through combination of patents licenses and other intellectual property arrangements

without infringing the proprietary rights of third parties We have over 100 United States and international

patents for example patents regarding kiosk security and inventory management related to our Redbox business

and patents regarding kiosk networking fraud avoidance and voucher authentication related to our Coin business

We also have additional patents and patent applications pending in the United States and several foreign

jurisdictions related to our New Venture kiosk technologies In addition we may apply for or obtain through

development acquisition or otherwise additional patents regarding technologies used in our businesses

Our patents may not be held valid if challenged our patent applications may not be issued and other parties may

claim rights in or ownership of our patents and other proprietary rights Since many patent applications in the

United States are not publicly disclosed until 18 months after the patent has been applied for others may have

filed applications which if issued as patents could cover our products or technology Patents issued to us may

be circumvented or fail to provide adequate protection of our technologies Our competitors might independently

develop or patent technologies that are substantially equivalent or superior to our technologies Further since

patent terms are limited other parties may begin practicing our patented technologies when our related patents

expire For example certain United States patent rights based on an early patent application primarily relating to

our coin-counting business expired in September 2012 and patent relating to Redboxs Rent and Return

Anywhere feature expired in June 2010

In addition certain parties may assert claims of patent infringement or misappropriation against us based on

current or pending United States or foreign patents copyrights or trade secrets or contracts If such claims were

successful our business could be harmed Defending ourselves our retailers or other third parties against these

types
of claims regardless of their merits could require us to incur substantial costs and divert the attention of
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key personnel Parties making these types of claims may be able to obtain injunctive or other equitable relief

which could effectively block or impair our ability to provide our DVD or coin-counting products and services or

other new products and services in the United States or abroad Such claims could also result in an award of

substantial damages If third parties have or obtain proprietary rights that our products or services infringe we

may be unable to obtain necessary licenses from others at reasonable cost or at all In addition if we instigate

litigation to enforce our patents or protect our other proprietary rights or to determine the validity and scope of

other parties proprietary rights such litigation could cause us to spend significant financial and management

resources We also rely on trademarks copyrights trade secrets and other intellectual property to develop and

maintain our competitive position Although we protect our intellectual property in part by confidentiality and

other agreements with our employees consultants vendors and corporate partners these parties may breach

these agreements We may have inadequate remedies for any such breach and our trade secrets may otherwise

become known or be discovered independently by our competitors The failure to protect our intellectual

property rights effectively or to avoid infringing the intellectual property rights of others as well as unfavorable

rulings or settlements could seriously harm our business financial condition and results of operations

We may be unable to attract new retailers broaden current retailer relationships and penetrate new

markets and distribution channels

In order to increase our Redbox coin-counting and other kiosk installations we need to attract new retailers

broaden relationships with current retailers and develop operational efficiencies that make it feasible for us to

penetrate lower density markets or new distribution channels such as coin-counting kiosks in banks and credit

unions We may be unable to attract retailers or drive down costs relating to the manufacture installation or

servicing of our kiosks to levels that would enable us to operate profitably in lower density markets or penetrate

new distribution channels If we are unable to do so our future financial performance could be adversely affected

Payment of increased fees to retailers or other third party service providers could negatively affect our

business results

We face ongoing pricing pressure from our retailers to increase the service fees we pay to them on our products

and services or to make other financial concessions to win or retain their business If we are unable to respond

effectively to ongoing pricing-related pressures we may fail to win or retain certain accounts Our fee

arrangements are based on our evaluation of unique factors with each retailer such as total revenue long-term

non-cancelable contracts installation of our kiosks in high-traffic geographic locations and new product and

service commitments Together with other factors an increase in service fees paid or other financial concessions

made to our retailers could significantly increase our direct operating expenses in future periods and harm our

business In addition we accept payment for DVD and game rentals through debit and credit card transactions

For these payments we pay interchange and other fees which have increased and may increase further over time

Further because Redbox processes millions of small dollar amount transactions and interchange fees represent

larger percentage of card processing costs compared to typical retailer we are relatively more susceptible to

any
fee increase When interchange or other fees increase it generally raises our operating costs and lowers our

profit margins or requires that we charge our customers more for our products and services

Events outside of our control including the current economic environment have negatively affected and

could continue to negatively affect consumers use of our products and services

Our consumers use of many of our products and services is dependent on discretionary spending which is

affected by among other things economic and political conditions consumer confidence interest and tax rates

and financial and housing markets With economic uncertainty still affecting potential consumers we may be

impacted by more conservative purchasing tendencies with fewer non-essential products and services purchases

during the coming periods if the current economic environment continues In addition because our business

relies in part on consumers initially visiting retailers to purchase products and services that are not necessarily

our products and services if consumers are visiting retailers less frequently and being more careful with their

money when they do these tendencies may also negatively impact our business
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Further our ability to obtain additional funding in the future if and as needed through equity issuances or loans

or otherwise meet our current obligations to third parties could be adversely affected if the economic

environment continues to be difficult In addition the ability of third parties to honor their obligations to us could

be negatively impacted as retailers suppliers and other parties deal with the difficult economic environment

Finally there may be consequences that will ultimately result from the current economic conditions that are not

yet known and any one or more of these unknown consequences as well as those currently being experienced

could potentially have material adverse effect on our financial condition operating results and liquidity as well

as our business generally

Our future operating results may fluctuate

Our future operating results will depend significantly on our ability to continue to drive new and repeat use of

our Redbox and Coin kiosks our ability to develop and commercialize new products and services including

through New Ventures and the costs incurred to do so and our ability to successfully integrate acquisitions and

other third-party relationships into our operations Our operating results have history of fluctuating and may
continue to fluctuate based upon many factors including

fluctuations in revenue generated by our Redbox and Coin businesses

fluctuations in operating expenses such as the amortization of our content library and transaction fees

and commissions we pay to our retailers

our ability to establish or maintain effective relationships with significant partners retailers and

suppliers on acceptable terms including partners with whom we are jointly managing business of

which we are minority owner such as our joint venture Redbox Instant by Verizon

the amount of service fees that we pay to our retailers

the transaction fees we charge consumers to use our services

fluctuations in consumer rental patterns including the number of movies rented per visit the type of

DVDs they want to rent and for how long and the level of DVD migration between kiosks

the successful operation of our network

the commercial success of our retailers which could be affected by such factors as general economic

conditions severe weather or strikes

the successful use and integration of assets and businesses acquired or invested in including those

acquired from NCR

the level of product and price competition

fluctuations in interest rates which affects our debt service obligations

the timing and cost of and our ability to develop and successfully commercialize new or enhanced

products and services including potential offerings made through joint ventures

activities of and acquisitions or announcements by competitors and

the impact from any impairment of inventory goodwill fixed assets or intangibles related to our

acquisitions and divestitures

We have historically experienced seasonality in our revenue from our Redbox segment December and the

summer months have historically been high rental months while September and October have been low rental

months due in part to the beginning of the school
year

and the introduction of the new fall television season

However we have entered into licensing agreements with certain studios that contain delayed rental windows

This has shifted the availability of certain titles relative to historic patterns most notably certain titles have

shifted from the fourth quarter holiday season into the first quarter of the following year Despite this shift we

believe the fourth quarter will remain our highest revenue quarter consistent with our historical experience
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Seasonal affects however may be minimized by the actual release slate and the relative attractiveness of movie

titles in particular quarter or year Our Coin segment generally experiences its highest revenue in the second

half of the year due to increased retailer foot traffic and holiday shopping in the fourth quarter and an increase in

consumers desire for disposable income in the summer months

We depend upon third-party manufacturers suppliers and service providers for key components and

substantial support for our kiosks

We conduct limited manufacturing operations and depend on outside parties to manufacture key components of

our kiosks We intend to continue to expand our installed base of kiosks Such expansion may be limited by the

manufacturing capacity of our third-party manufacturers and suppliers Third-party manufacturers may not be

able to meet our manufacturing needs in satisfactory and timely manner If there is an unanticipated increase in

demand for our kiosks or our manufacturing needs are not met in timely and satisfactory manner we may be

unable to meet demand due to manufacturing limitations

Some key hardware components used in our kiosks are obtained from limited number of suppliers We may be

unable to continue to obtain an adequate supply of these components from our suppliers in timely manner or if

necessary from alternative sources If we are unable to obtain sufficient quantities of components from our

current suppliers or locate alternative sources of supply on timely basis we may experience delays in installing

or maintaining our kiosks either of which could seriously harm our business financial condition and results of

operations

In addition we rely on third-party service providers for substantial support and service efforts that we currently

do not provide directly In particular we contract with third-party providers to arrange for pick-up processing

and depositing of coins as well as to provide limited servicing of our kiosks We generally contract with single

transportation provider and coin processor to service particular region We do not currently have nor do we

expect to have in the foreseeable future the internal capability to provide back-up coin processing service in the

event of sudden disruption in service from commercial coin processor Any failure by us to maintain our

existing coin processing relationships or to establish new relationships on timely basis or on acceptable terms

could harm our business financial condition and results of operations

There are risks associated with conducting our business and sourcing goods internationally

We currently have Redbox operations in Canada and Coin operations in Canada the United Kingdom and

Ireland We expect to continue our deployment of kiosks internationally Accordingly political uncertainties

economic changes exchange rate fluctuations restrictions on the repatriation of funds adverse changes in legal

requirements including tax tariff and trade regulations difficulties with foreign distributors and other

difficulties in managing an organization outside the United States could seriously harm the development of our

business and ability to operate profitably Further as we do more business in an increasing number of countries

our business becomes more exposed to the impact of the political and economic uncertainties including

government oversight of foreign jurisdictions

We purchase products from vendors that obtain significant percentage of such products from foreign

manufacturers As result we are subject to changes in governmental policies exchange rate fluctuations

various product quality standards the imposition of tariffs import and export controls transportation delays and

interruptions and political and economic disruptions which could disrupt the supply and timely delivery of

products manufactured abroad In addition we could be affected by labor strikes in the sea shipping trucking and

railroad industries reduction or interruption in supplies or significant increase in the price of one or more

supplies could have material adverse effect on our business
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Our stock price has been and may continue to be volatile

Our stock price has fluctuated substantially since our initial public offering in July 1997 For example during the

year ended December 31 2012 the closing price of our common stock ranged from $40.50 to $71.82 per share

Our stock price may fluctuate significantly in
response to number of factors including

the termination non-renewal or re-negotiation of one or more retailer supplier distributor or other

third-party relationships

trends and fluctuations in the use of our Redbox and Coin businesses

operating results below market expectations and changes in or our failure to meet financial estimates

of securities analysts or our own guidance

acquisition merger investment and disposition activities

period-to-period fluctuations in our financial results

announcements of technological innovations or new products or services by us or our competitors

announcements regarding the establishment modification or termination of relationships regarding the

development of new or enhanced products and services

release of analyst reports

the level of demand for our stock including the amount of short interest in our stock

economic or other external factors for example those relating to the current economic environment

and fluctuations in the trading price of stocks generally

ineffective internal controls and

industry developments

In addition the securities markets have experienced significant price and volume fluctuations that are unrelated

to the operating performance of particular companies These market fluctuations may also seriously harm the

market price of our common stock

Our anti-takeover mechanisms may affect the price of our common stock and make it harder for third

party to acquire us without the consent of our board of directors

We have implemented anti-takeover provisions that may discourage takeover attempts and depress the market

price of our stock Provisions in our certificate of incorporation and bylaws could make it more difficult for

third party to acquire us even if doing so would be beneficial to our stockholders Delaware law also imposes

some restrictions on mergers and other business combinations between us and any acquirer of 15% or more of

our outstanding common stock Furthermore Washington law may impose additional restrictions on mergers and

other business combinations between us and any acquirer of 10% or more of our outstanding common stock

These provisions may make it harder for third party to acquire us without the consent of our board of directors

even if the offer from third party may be considered beneficial by some stockholders

ITEM lB UNRESOLVED STAFF COMMENTS

None

ITEM PROPERTIES

We are headquartered in Bellevue Washington Our corporate administrative marketing and product

development facility in Bellevue Washington is located in three office buildings totaling 118712 square
feet

under three leases two of which expire December 31 2019 and the third will expire December 31 2017 Our

Coin and New Ventures segments each use part of this space
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Our Redbox subsidiary has offices in Oakbrook Terrace Illinois The Redbox offices currently occupy 211742

square feet and these premises are under lease that expires on July 31 2021 Our Redbox and New Ventures

segments each use part of this space

ITEM LEGAL PROCEEDINGS

In October 2009 an Illinois resident Laurie Piechur individually and on behalf of all others similarly situated

filed putative class action complaint against our Redbox subsidiary in the Circuit Court for the Twentieth

Judicial Circuit St Clair County Illinois The plaintiff alleges that among other things Redbox charges

consumers illegal and excessive late fees in violation of the Illinois Consumer Fraud and Deceptive Business

Practices Act and that Redboxs rental terms violate the Illinois Rental Purchase Agreement Act or the Illinois

Automatic Contract Renewal Act and the plaintiff is seeking monetary damages and other relief In November

2009 Redbox removed the case to the U.S District Court for the Southern District of Illinois In February 2010

the District Court remanded the case to the Circuit Court for the Twentieth Judicial Circuit St Clair County

Illinois In May 2010 the court denied Redboxs motion to dismiss the plaintiffs claims and also denied the

plaintiffs motion for partial summary judgment In November 2011 the plaintiff moved for class certification

and Redbox moved for summary judgment The court denied Redboxs motion for summary judgment in

February 2012 The plaintiff filed an amended complaint on April 19 2012 and an amended motion for class

certification on June 2012 The court denied Redboxs motion to dismiss the complaint The class certification

motion has been briefed and argued and the court has not yet ruled on the motion for class certification The

plaintiff has dismissed its claims regarding Redboxs fees and is only pursuing its claims under the Illinois Rental

Purchase Agreement Act and the Illinois Automatic Contract Renewal Act We believe that the claims against us

are without merit and intend to defend ourselves vigorously in this matter Currently no accrual has been

established as it was not possible to estimate the possible loss or range
of loss because this matter had not

advanced to stage where we could make any such estimate

Related to putative class action complaint previously disclosed on March and 10 2011 shareholder

derivative actions were filed in the Superior Court of the State of Washington King County allegedly on behalf

of and for the benefit of Coinstar against certain of its current and former directors and officers Coinstar was

named as nominal defendant On April 12 2011 the court consolidated these actions as single action entitled

In re Coinstar Inc Derivative Litigation third substantially similarcomplaint was later filed in the same court

On April 18 2011 two purported shareholder derivative actions were filed in the U.S District Court for the

Western District of Washington On May 26 2011 the court consolidated the federal derivative actions and

joined them with the securities class actions captioned In re Coinstar Securities Litigation for pre-trial

proceedings The derivative plaintiffs consolidated complaint was filed on July 15 2011 We moved to dismiss

this complaint on August 12 2011 on the ground that the plaintiffs had not made pre-litigation demand on our

Board of Directors and had not demonstrated that such demand would have been futile On November 14

2011 the court granted our motion and issued an order dismissing the complaint with leave to amend the

compliant On November 23 2011 plaintiffs moved to stay the action or defer filing of an amended complaint in

order to allow them time to inspect Coinstars books and records prior to any such amendment On December 22

2011 the court entered an order granting in part and denying in part plaintiffs motion The order grants

plaintiffs request to defer filing of an amended complaint but provided that if plaintiffs choose to file an

amended complaint they must pay attorneys fees incurred by defendants on the motion to dismiss the

consolidated complaint On April 2012 before expiration of plaintiffs deadline to file an amended complaint

the parties filed joint status report with the court indicating they had agreed upon proposed settlement of the

federal and state derivative actions On April 27 2012 stipulation and agreement of settlement was filed with

the court along with Plaintiffs unopposed motion for preliminary approval of the settlement On May 25 2012

the court conducted hearing on the motion On August 2012 after some supplemental briefing by the parties

the court granted preliminary approval of the settlement On November 2012 the court granted final approval

of the settlement including $750000 in plaintiffs attorneys fees paid by the Companys insurer These

shareholders derivative actions are now resolved and the lawsuits have been dismissed with prejudice as part of

the settlement
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In March 2011 California resident Blake Boesky individually and on behalf of all others similarly situated

filed putative class action complaint against our Redbox subsidiary in the U.S District Court for the Northern

District of Illinois The plaintiff alleges that Redbox retains personally identifiable information of consumers for

time period in excess of that allowed under the Video Privacy Protection Act 18 U.S.C 2710 et seq

substantially similar complaint was filed in the same court in March 2011 by an Illinois resident Kevin Sterk

Since the filing of the complaint Blake Boesky has been replaced by different named plaintiff Jiah Chung and

an amended complaint has been filed alleging disclosures of personally identifiable information in addition to

plaintiffs claims of retention of such information Plaintiffs are seeking statutory damages injunctive relief

attorneys fees costs of suit and interest The court has consolidated the cases The court denied Redbox

motion to dismiss the plaintiffs claims upon interlocutory appeal The U.S Court of Appeals for the Seventh

Circuit reversed the district courts denial of Redboxs motion to dismiss plaintiffs claims involving retention of

information holding that the plaintiffs could not maintain suit for damages under this theory On April 25

2012 the plaintiffs amended their complaint to add claims under the Stored Communications Act 18 U.S.C

2707 and for breach of contract On May 2012 Redbox moved to dismiss the amended complaint On

July 23 2012 the court dismissed the added retention claims except to the extent that plaintiffs seek injunctive

non-monetary relief We believe that the claims against us are without merit and intend to defend ourselves

vigorously in this matter Currently no accrual has been established as it is not possible to estimate the possible

loss or range of loss because this matter had not advanced to stage where we could make any such estimate

In February 2011 California resident Michael Mehrens individually and on behalf of all others similarly

situated filed putative class action complaint against our Redbox subsidiary in the Superior Court of the State

of California County of Los Angeles The plaintiff alleges that among other things Redbox violated

Californias Song-Beverly Credit Card Act of 1971 Song-Beverly with respect to the collection and recording

of consumer personal identification information and violated the California Business and Professions Code

17200 based on the alleged violation of Song-Beverly similar complaint alleging violations of Song-Beverly

and the right to privacy generally was filed in March 2011 in the Superior Court of the State of California

County of Alameda by California resident John Sinibaldi third similar complaint alleging only violation

of Song-Beverly was filed in March 2011 in the Superior Court of the State of California County of San Diego

by California resident Richard Schiff Plaintiffs are seeking compensatory damages and civil penalties

injunctive relief attorneys fees costs of suit and interest Redbox removed the Mehrens case to the U.S District

Court for the Central District of California the Sinibaldi case to the U.S District Court for the Northern District

of California and the Schiff case to the U.S District Court for the Southern District of California The Sinibaldi

case was subsequently transferred to the U.S District Court for the Central District of California where the

Mehrens case is pending and these two cases have been consolidated At the same time the plaintiffs substituted

Nicolle DiSimone as the named plaintiff in the Mehrens case After Redbox filed motion to dismiss stay or

transfer the Schiff case was transferred to the U.S District Court for the Central District of California On

January 2013 the Court dismissed with prejudice the Schiff case for failure to prosecute and failure to comply

with court rules and orders Redbox moved to dismiss the DiSimone/Sinibaldi case and DiSimone/Sinibaldi

moved for class certification In January 2012 the Court granted Redboxs motion to dismiss with prejudice and

denied DiSimone/Sinibaldis motion for class certification as moot On February 2012 Plaintiffs filed their

notice of appeal The appeal is currently stayed until March 2013 pending the California Supreme Courts

decision in case presenting similar issues involving Song-Beverly in case to which Redbox is not party We
believe that the claims against us are without merit and intend to defend ourselves vigorously in this matter

Currently no accrual has been established as it is not possible to estimate the possible loss or range of loss

because this matter had not advanced to stage where we could make any such estimate

ITEM MINE SAFETY DISCLOSURES

Not applicable
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ITEM MARKET FOR REGISTRANTS COMMON EQUITY RELATED STOCKHOLDER
MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES

Market Information and Stock Prices

Our common stock is traded on the NASDAQ Global Select Market under the symbol CSTR The following

table sets forth the high and low bid prices per share as reported by the NASDAQ Global Select Market for our

common stock for each quarter during the last two fiscal years The quotations represent
inter-dealer prices

without retail markup markdown or commission and may not necessarily represent actual transactions

2012 High Low

Quarter $64.85 $40.68

Quarter
69.74 56.27

Quarter3 71.82 43.73

Quarter
54.16 40.50

High Low

Quarter
$59.29 $37.80

Quarter
57.35 44.85

Quarter
60.71 37.43

Quarter4 57.07 38.76

The approximate number of holders of record of our common stock at February 2013 was 94

Dividends

We have never declared or paid any cash dividends on our common stock In addition we have restrictions

relating to the payment of dividends under our current credit facility Currently we intend to retain all future

earnings for the foreseeable future to fund development and growth of our business retire debt obligations or

repurchase our common stock

Repurchases of Common Stock

The Board of Directors approved in July 2011 repurchase program of up to $250 million of our common

stock plus ii the amount of cash proceeds received after July 15 2011 from the exercise of stock options by our

officers directors and employees Repurchases may be made through open market purchases negotiated

transactions or other means including accelerated share repurchases and lObS-i trading plans in accordance with

applicable securities laws and other restrictions The share repurchase program will continue until the amount of

Coinstar common stock authorized is repurchased the Board of Directors determines to discontinue or otherwise

modify the share repurchase program The repurchase program is in addition to our other Board authorized

repurchase program for up to $12.5 million of our common stock

The authorizations allowed us to repurchase up to $133.6 million of our common stock as of December 31 2012

Repurchased shares become part
of treasury stock On January 31 2013 our Board of Directors approved an

additional repurchase program of up to $250.0 million of our common stock plus the cash proceeds received

from the exercise of stock options by our officers directors and employees
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The following table summarizes information regarding shares repurchased during the quarter ended

December 31 2012

Total Number of Shares Maximum Approximate
Purchased as Part of Dollar Value of Shares

Total Number of Publicly Announced that May Yet be Purchased

Shares Average Price Repurchase Plans or Under the Plans or

Repurchased Paid per Share Programs2 Programs4

10/1/12 10/31/12 1664 $44.36 $209668

11/1/12- 11/30/12 635358 48.66 635000 133451

12/1/12 12/31/12 938682 48.74 938682 133640

1575704 $48.71 1573682 $1 33640i

Includes 2022 shares tendered for tax withholding on vesting of restricted stock awards None of these

transactions are included against the dollar value of shares that may be purchased under programs approved

by our Board of Directors

Includes shares from our Accelerated Share Repurchase program as well as open market repurchases as

described in Note Repurchases of Common Stock in our Notes to Consolidated Financial Statements

Excludes the additional repurchase program of up to $250.0 million of our common stock authorized by our

Board of Directors on January 31 2013

Dollars in thousands

Unregistered Sales of Equity Securities

On October 26 2011 we issued 100000 shares of unregistered restricted common stock to Paramount as partial

consideration for licenses to content under revenue sharing license agreement discussed in Note 10 Share-

Based Payments in our Notes to Consolidated Financial Statements The issuance of the common stock was

exempt from registration pursuant to the Securities Act of 1933 as amended the Securities Act by virtue of

Section 42 andlor Regulation promulgated thereunder as transaction not involving public offering We

believe that the issuance is exempt from the registration requirements of the Securities Act on the basis that

Paramount represented it was an accredited investor as defined under the Securities Act there was no

general solicitation and Paramount represented that it was purchasing such shares for its own account and not

with view towards distribution The shares of common stock carry legend stating that the shares are not

registered under the Securities Act and therefore cannot be resold unless they are registered under the Securities

Act or unless an exemption to registration is available

Securities Authorized for Issuance Under Equity Compensation Plans

For information regarding securities authorized for issuance under equity compensation plans see Item 12

Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters which

incorporates by reference to the Proxy Statement relating to our 2013 Annual Meeting of Stockholders
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ITEM SELECTED FINANCIAL DATA

The selected consolidated financial data below should be read in conjunction with Managements Discussion and

Analysis of Financial Condition and Results of Operations and the consolidated financial statements and notes

thereto included elsewhere in this Form 10-K

In thousands except per share data Year Ended December 31

Statement of Net Income Data 2012 2011 2010 2009 2008

Revenue $2202043 $1845372 $1436421 $1032623 650079

Operating income 262758 209885 143207 104712 86144

Income from continuing operations 150230 114951 65894 43693 45727

Income loss from discontinued operations net

of tax1
_________

11068 14886 3536 17178

Net income 150230 103883 51008 40157 28549

Net income attributable to non-controlling

interests2 3627 14437

Net income attributable to Coinstar Inc 150230 103883 51008 36530 14112

Basic income
per

share from continuing

operations attributable to Coinstar Inc 4.96 3.76 2.11 1.33 1.12

Basic income loss per
share from discontinued

operations
attributable to Coinstar Inc 0.36 0.48 0.11 0.62

Basic net income per share attributable to

Coinstar Inc 4.96 3.40 1.63 1.22 0.50

Diluted income per share from continuing

operations attributable to Coinstar Inc 4.67 3.61 2.03 1.31 1.10

Diluted income loss per share from

discontinued operations attributable to

Coinstar Inc 0.35 0.46 0.11 0.60

Diluted net income per
share attributable to

Coinstar Inc 4.67 3.26 1.57 1.20 0.50

Shares used in basic per share calculations 30305 30520 31268 30152 28041

Shares used in diluted per share calculations 32174 31869 32397 30514 28464

As of December 31

Balance Sheet Data 2012 2011 2010 2009 2008

Cash and cash equivalents 282894 341855 183416 145857 140501

Total assets 1561725 1450837 1265598 1205686 1066714

Total debt capital lease obligations and other 385760 397099 377321 468755 345898

Common stock 504881 481249 434169 406333 369735

Total stockholders equity 549088 513902 426009 395278 320028

Discontinued operations for all periods presented includes the results of operations from

our Money Transfer Business which we met the criteria to classify as discontinued operation in the

second quarter of 2010 and sold in June 2011

our E-Payment Business which was sold in the second quarter of 2010 and

our Entertainment Business which was sold in the third quarter of 2009

As result of our ownership interest increase in Redbox from 47.3% to 51.0% on January 18 2008 we

began consolidating Redboxs financial results at this time In addition we purchased the remaining 49.0%

of Redbox interest in February 2009 There was no non-controlling interest reported after February 2009
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ITEM MANAGEMENTS DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

The following discussion and analysis should be read in conjunction with our consolidated financial statements

and related notes thereto included elsewhere in this Annual Report Except for the consolidated historical

information the following discussion contains forward-looking statements Actual results could differ from those

projected in the forward-looking statements Please refer to Special Note Regarding Forward-Looking

Statements and Risk Factors elsewhere in this Annual Report

Overview

We are leading provider of automated retail solutions offering convenient products and services that benefit

consumers and drive incremental retail traffic and revenue for retailers Our core offerings in automated retail

include our Redbox segment where consumers can rent or purchase movies and video games and in certain

markets purchase tickets from self-service kiosks and our Coin segment where consumers can convert their coin

to cash or stored value products at self-service coin-counting kiosks Our New Ventures segment is focused on

identifying evaluating building and developing innovative self-service concepts in the marketplace

Our strategy is based upon leveraging our core competencies in the automated retail space to provide the

consumer with convenience and value and to help retailers drive incremental traffic and revenue Our

competencies include success in building strong consumer and retailer relationships and in deploying scaling

and managing kiosk businesses We build strong consumer relationships by providing valuable self-service

products and services in convenient locations We build strong retailer relationships by providing retailers with

turnkey solutions that complement their businesses without significant outlays of time and financial resources

We are focusing on growing our core businesses and developing innovative new concepts in the automated retail

space through organic growth and external investment We will also continue to expand our use of social media

to drive awareness of our offerings and continue to leverage new and innovative ideas to drive demand In order

to support growth we also expect to continue devoting significant resources for the ongoing development of our

infrastructure including information technology systems and technology infrastructure necessary to support our

products and services

Results of Operations

Consolidated Results

The discussion and analysis that follows covers our results from continuing operations

Dollars in thousands except
Year Ended December 31 2012 vs 2011 2011 vs 2010

per share amounts 2012 2011 2010

Revenue $2202043 $1845372 $1436421 $356671 19.3% $408951 28.5%

Operating income 262758 209885 143207 52873 25.2% 66678 46.6%

Income from continuing

operations 150230 114951 65894 35279 30.7% 49057 74.4%

Diluted earnings per share

from continuing

operations 4.67 3.61 2.03 1.06 29.4% 1.58 77.8%

2012 Events

On December 12 2012 Redbox Instant by Verizon RBi announced its pricing plans and that

public beta launch would debut in the coming weeks The two announced price plans were an $8 per

month subscription plan that included four kiosk DVD rental nights and $9 per month subscription

plan that included four kiosk Blu-ray rental nights On December 19 2012 RBi launched its public beta

and directed customers to redboxinstant.com to request an invitation
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On June 22 2012 Redbox and NCR Corporation NCR completed the transactions contemplated by

the Asset Purchase Agreement dated as of February 2012 as amended by and between Redbox and

NCR the NCR Agreement Redbox acquired certain assets related to NCRs self-service

entertainment DVD kiosk business the NCR Asset Acquisition The purchased assets include

among others self-service DVD kiosks content inventory intellectual property and certain related

contracts including with certain retailers In consideration Redbox paid NCR $100.0 million in cash

and assumed certain liabilities of NCR related to the purchased assets In connection with the NCR

Asset Acquisition Coinstar and NCR entered into manufacturing and services agreement pursuant to

which Coinstar Redbox or an affiliate will purchase goods and services from NCR for period of five

years from June 22 2012 At the end of the five-year period if the aggregate amount paid in margin to

NCR for goods and services delivered equals less than $25.0 million Coinstar will pay NCR the

difference between such aggregate amount and $25.0 million In addition Redbox and NCR entered

into transition services agreement pursuant to which Redbox and NCR are providing certain

transition services to one another relating to the operation of the purchased DVD kiosks for period of

one year from the agreement date We accounted for the NCR Asset Acquisition as business

combination Costs related to the NCR Asset Acquisition and operating results of NCRs self-service

entertainment DVD kiosk business are included in our Redbox segment results

On June 2012 we announced an exclusive five-year agreement to roll out our Rubi coffee kiosks in

the grocery drug and mass merchant retail channels featuring Seattles Best Coffee beverages We

expect this rollout to accelerate in 2013 The results of Rubi are included in our New Ventures

segment

In February 2012 Redbox and Verizon Ventures IV LLC Verizon wholly owned subsidiary of

Verizon Communications Inc entered into Limited Liability Company Agreement the LLC

Agreement and related arrangements The LLC Agreement governs the relationship of the parties

with respect to joint venture Redbox Instant by Verizon the Joint Venture formed for the primary

purpose
of developing launching marketing and operating nationwide over-the-top video

distribution service to provide consumers with access to video programming content including linear

content delivered via broadband networks to video enabled viewing devices and offering rental of

physical DVDs and Blu-ray Discs from Redbox kiosks Redbox initially acquired 35.0% ownership

interest in the Joint Venture and made an initial capital contribution of $14.0 million in cash in

February 2012 subsequent to the formation of the Joint Venture The Joint Venture board of managers

may request each member to make additional capital contributions on pro rata basis relative to its

respective ownership interest If member does not make any or all of its requested capital

contributions as the case may be the other contributing member generally may make such capital

contributions So long as Redbox contributes its pro rata share of the first $450.0 million of capital

contributions to the Joint Venture Redboxs interest cannot be diluted below 10.0% During the third

quarter of 2012 at the request of the Joint Venture board of managers Redbox made cash payment of

$10.5 million representing its pro-rata share of the requested capital contribution In addition Redbox

has certain rights to cause Verizon to acquire Redboxs interest in the Joint Venture at fair value

generally following the fifth anniversary of the LLC Agreement or in limited circumstances at an

earlier period of time and Verizon has certain rights to acquire Redbox interest in the Joint Venture

at fair value generally following the seventh anniversary of the LLC Agreement or in limited

circumstances the fifth anniversary of the LLC Agreement Redboxs ownership interest in the Joint

Venture is accounted for using the equity method of accounting See Note Equity Method

In vestments and Related Party Transactions in our Notes to Consolidated Financial Statements for

additional details

Comparing 2012 to 2011

Revenue increased $356.7 million or 19.3% primarily due to same store sales growth and new kiosk

installations in our Redbox segment as well as new kiosk installations and an increased number of transactions

and average transaction size in our Coin segment
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Operating income increased $52.9 million or 25.2% primarily due to our Redbox segment where revenue

growth was partially offset by increased content costs revenue share and processing fees general and

administrative expenses and depreciation and amortization The increase in operating income in our Redbox

segment was partially offset by decline in operating income in our Coin segment and an increased operating

loss in our New Ventures segment The operating income as percentage of revenue for our Redbox segment

was 12.5% in 2012 as compared with 10.9% in 2011 the increase was primarily driven by the increase in

revenue per rental effective during the fourth quarter of 2011 and all of 2012

Income from continuing operations increased $35.3 million or 30.7% primarily due to the following

Higher operating income in our Redbox segment and

Lower interest expense due to lower interest rate on our credit facility partially offset by

Increased income tax expense primarily due to higher pretax income

Lower operating income in our Coin segment and higher operating loss in our New Ventures segment

and

Increased loss from equity method investments

Comparing 2011 to 2010

Revenue increased $409.0 million or 28.5% primarily due to new kiosk installations and same store sales

growth in our Redbox segment

Operating income increased $66.7 million or 46.6% primarily due to our Redbox segment where revenue

growth was partially offset by increased content costs revenue share and processing fees and general and

administrative
expenses as result of overall business growth and implementation of company-wide Enterprise

Resource Planning ERP system

Income from continuing operations increased $49.1 million or 74.4% primarily due to the following

Higher operating income in our Redbox segment and

Decreased interest expense related to principal payments made on our revolving credit facility and the

expiration of our interest rate swap agreement partially offset by

Increased income tax expense primarily due to higher pretax income partially offset by lower

effective tax rate

For additional information about our consolidated results refer to our Segment Results in this Managements
Discussion and Analysis of Financial Condition and Results of Operations
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Share-Based Payments

Our share-based payments consist of share-based compensation granted to executives non-employee directors

and employees and share-based payments granted to movie studios as part of content agreements We grant stock

options restricted stock and performance-based restricted stock to executives and non-employee directors and

grant restricted stock to our employees We also granted restricted stock to certain movie studios as part of

content agreements with our Redbox segment The expense associated with the grants to movie studios is

allocated to our Redbox segment and included within direct operating expenses The expense associated with

share-based compensation to our executives non-employee directors and employees is part of our shared service

support function and is not allocated to our segments The components of our unallocated share-based

compensation expense are presented in the following table

Unallocated Share-Based Compensation

Dollars in thousands Year Ended December 31 2012 vs 2011 2011 vs 2010

2012 2011 2010

Direct operating
863 473 689 390 82.5% 216 31.3%

Marketing 66 50 18 16 32.0% 32 177.8%

Research and development 334 318 241 16 5.0% 77 32.0%

General and administrative 11984 9139 7797 2845 31.1% 1342 17.2%

Total $13247 $9980 $8745 $3267 32.7% $1235 14.1%

Share-based compensation expense
increased $3.3 million or 32.7% during 2012 and $1.2 million or 14.1%

during 2011 due to an increase in the number and fair value of restricted stock awards granted

Segment Results

Our discussion and analysis that follows covers results from continuing operations for our Redbox Coin and

New Ventures segments

We manage our business by evaluating the financial results of our segments focusing primarily on segment

revenue and segment operating income from continuing operations before depreciation amortization and other

and share-based compensation granted to executives non-employee directors and employees segment

operating income Segment operating income contains internally allocated costs of our shared service support

functions including corporate
executive management business development sales finance legal human

resources information technology and risk management We also review depreciation and amortization

allocated to each segment

We utilize segment revenue and segment operating income because we believe they provide useful information

for effectively allocating resources among business segments evaluating the health of our business segments

based on metrics that management can actively influence and gauging our investments and our ability to service

incur or pay down debt Specifically our CEO evaluates segment revenue and segment operating income and

assesses the performance of each business segment based on these measures as well as among other things the

prospects of each of the segments and how they fit into our overall strategy Our CEO then decides how

resources should be allocated among our business segments For example if segments revenue increases more

than expected our CEO may consider allocating more financial or other resources to that segment in the future

We continually evaluate our shared service support functions allocation methods used for segment reporting

purposes which may result in changes to segment allocations in future periods

We also review same store sales which we calculate for our segments on location basis Most of our locations

have single kiosk but in locations with high-performing kiosks we may add additional kiosks to drive

26



incremental revenue and provide broader product offering Same store sales reflects the change in revenue from

locations that have been operating for more than 13 months by the end of the reporting period compared with the

same locations in the same period of the prior year

Revenue

Our Redbox segment generates revenue primarily through fees charged to rent or purchase movie or video

game and we pay retailers percentage of our revenue Our Coin segment generates revenue primarily through

transaction fees from our consumers and product partners and we pay retailers percentage of our revenue Our

New Ventures segment generates revenue primarily through fees charged for products or services offered to

consumers in select test markets where we are validating the business concepts

Our segment operating expenses include the following categories

Direct Operating

Direct operating expenses consist primarily of amortization of our content library transaction fees and

commissions we pay to our retailers credit card fees and coin processing expenses and field operations

support Variations in the percentage of transaction fees and commissions we pay to our retailers may result in

increased expenses Such variations are based on certain factors such as total revenue long-term non-cancelable

contracts installation of our kiosks in high traffic and/or urban or rural locations new product commitments or

other criteria

Marketing

Our marketing expenses represent our cost of advertising traditional marketing on-line marketing and public

relations efforts in national and regional advertising and major international markets

Research and Development

Our research and development expenses consist primarily of the development costs of our kiosk software

network applications machine improvements and new product development Research and development

expenses represent expenditures to support development and design of our complementary new product ideas and

to continue our ongoing efforts to enhance our existing products and services

General and Administrative

Our general and administrative expenses consist primarily of executive management business development

supply chain management finance management information system human resources legal facilities risk

management and administrative support for field operations

Depreciation and Amortization

Our depreciation and other expenses consist primarily of depreciation charges on our installed kiosks as well as

on computer equipment and leased automobiles

Detailed financial information about our business segments including geographic financial information and

significant customer relationships is provided in Note 15 Business Segments and Enterprise-Wide Information in

our Notes to Consolidated Financial Statements
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Redbox

Dollars in thousands except net

revenue per rental amounts

Revenue

Expenses

Direct operating

Marketing

Research and

development

General and

administrative

Segment operating income

Depreciation and

amortization

Operating income

Operating income as

percentage of revenue

Same store sales growth

Effect on change in revenue

from same store sales

growth

Ending number of kiosks

Total kiosk rentals in

thousands

Net kiosk revenue per

rental

1340899 1134167

20497 22041

739 74

157711 206512

43700 35400

2011 vs 2010

____ ___
$401889 34.7%

859774 206732 18.2% 274393

14231 1544 7.0% 7810

665 NM 74

98219 $48801 23.6% $108293

30200 8300 23.4% 5200

Not meaningful

Excludes kiosks and the impact of kiosks acquired as part of the NCR Asset Acquisition As part of the

NCR Asset Acquisition we acquired approximately 6200 active kiosks We have replaced 2700 of these

kiosks with Redbox kiosks and removed but have not replaced 1600 more As result there were

approximately 1900 of these kiosks still in service at December 31 2012 Kiosks acquired as part of the

NCR Asset Acquisition generated revenue of approximately $22.0 million from 7.4 million rentals since the

June 22 2012 acquisition date

2012 Events

On October 2012 we launched Redbox TicketsTM in the Philadelphia market which will operate in

connection with our kiosks mobile and consumer electronic devices applications and websites to

provide customers with access to purchase tickets to various live events and attractions We expect

Redbox Tickets to increase our revenue as we continue to expand into new markets

On July 31 2012 we amended our copy depth license agreement with SPHE Scan Based Trading

Corporation Sony to extend the agreement until September 30 2014 Sony received at its sole

discretion the option for two one-year extensions following the September 30 2014 expiration The

amended agreement also gave us the option to license Blu-ray product We view Blu-ray as an

important growth opportunity because of the high video quality relative to other formats and the higher

daily rental fee it provides

On June 22 2012 we completed the NCR Asset Acquisition The impact of the NCR Asset

Acquisition on our Redbox segment operating results is discussed below

Year Ended December 31 2012 vs 2011

2012 2011 2010

$1908773 $1561598 $1159709 $347175 22.2%

148068 115430 93445 32638

238685 169502 97405 69183

31.9%

54.9%

159885 120384 94854 39501 32.8% 25530 26.9%

386753 284932 190850 101821 35.7% 94082 49.3%

28.3% 21985 23.5%

40.8% 72097 74.0%

110.3%

17.2%

739761 686006 534518 53775 7.8% 151488 28.3%

2.55 2.28 2.16 0.27 11.8% 0.12 5.6%

12.5% 10.9% 8.4%

10.2% 18.3% 13.0%
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On February 29 2012 we amended the terms of our existing content license arrangement with

Universal Studios Home Entertainment LLC Universal to extend the arrangement end date from

April 2012 to August 31 2014 and

On January 31 2012 our content license arrangement with Warner Home Video Warner expired

Subsequent to the expiration date we procured Warner content made available for rental in our Redhox

kiosks through alternative sources Content procured through alternatives to licensing arrangements

typically have higher acquisition cost per DVD but generates higher margin because of higher

rental per
unit ratio The higher rental

per
unit ratio is primarily the result of optimal buying as we are

not required to purchase certain quantities of title On October 19 2012 Redbox entered into rental

revenue sharing agreement the Warner Agreement with Warner Home Video through

December 31 2014 Under the Warner Agreement Redbox
agrees to license minimum quantities of

theatrical and direct-to-video Blu-ray Disc and DVD titles for rental 28-day delay from street date

began with January 2013 titles

As part of the NCR Asset Acquisition we acquired approximately 6200 active kiosks during the final week of

the second quarter and approximately 1900 of these kiosks remained in service at December 31 2012 The

impact of the kiosks acquired in the NCR Asset Acquisition is included in the following discussion

Comparing 2012 to 2011

Revenue increased $347.2 million or 22.2% primarily due to the following

$167.5 million from new kiosk installations including the replacement of NCR kiosks

$157.7 million from same store sales growth of 10.2% due primarily to the increase in the standard

definition daily rental fee in late October 2011 offset in part by fewer rentals in the third quarter due to

less favorable movie release schedule as the studios released fewer new titles during the 2012

Olympics and

$22.0 million from kiosks acquired from NCR

The $0.27 increase in net kiosk revenue per rental was driven primarily by the increase in the standard definition

daily rental fee as well as increases in Blu-ray and video game rentals which have higher daily rental fees as

percentage of our total rentals In 2012 Blu-ray and video game rentals in aggregate exceeded 10% of our total

rentals as we continued to strategically grow these opportunities

Operating income increased $69.2 million or 40.8% primarily due to the following

$347.2 million increase in revenue as described above partially offset by

$206.7 million increase in direct operating expenses primarily due to $115.1 million increase in

product costs related to higher DVD content purchases resulting from growth in the installed kiosk base

and slightly higher video games purchases Product costs totaled $796.9 million an increase from

$681.8 million in the prior period In addition we had increases in revenue share expense and payment

card processing fees directly attributable to the revenue growth higher kiosk field operating costs

allocated sales and customer service expenses due to the growth in the installed kiosk base and certain

costs incurred to service the kiosks under the transition services agreement with NCR Due to the price

increase mentioned above and ongoing investments in process improvements direct operating

expenses as percent of revenue for 2012 was 70.2% down 240 basis points from 72.6% in 2011

$39.5 million increase in general and administrative expenses primarily due to higher allocated

expenses
from our shared services support group related to facilities expansion human resource

programs the continued implementation and maintenance of our ERP and overall higher costs to

support the continued growth in our installed kiosks base Additionally contributing to this increase

was $3.2 million in costs incurred during 2012 in connection with the NCR Asset Acquisition and
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$32.6 increase in depreciation and amortization expenses primarily due to higher depreciation

associated with continued growth in our installed kiosk base and disposals of certain kiosk components

as well as higher allocated
expenses

from our shared services support function from the continued

investment in our technology infrastructure

Comparing 2011 to 2010

Revenue increased $401.9 million or 34.7% primarily due to the following

$206.5 million from same store sales growth of 18.3% and

$195.4 million from new kiosk installations

Both amounts reflect the benefit of the increase in the daily rental fee from $1.00 to $1.20 in late October 2011

on standard definition rentals as well as $0.12 increase in net revenue per rental primarily due to continued

growth in video game rentals which were rolled out nationally in June 2011 and Blu-ray rentals both of which

have higher daily rental fees

Operating income increased $72.1 million or 74.0% primarily due to the following

$401.9 million increase in revenue as described above partially offset by

$274.4 million increase in direct operating expenses attributable to revenue growth including higher

than optimal DVD product costs related to purchases of December 2010 and January 2011 titles as

well as increased video game product costs in support of our national rollout in June 2011 increased

revenue share and payment card processing fees directly attributable to the revenue growth and

increased kiosk field operations expenses
due to the growth in the installed kiosk base Partially

offsetting these increases were extensions of the DVD license amortization periods from 26 weeks to

52 weeks for certain studios due to amended agreements and lower restricted stock expense due to

lower market price of our common stock on the last day of the calculation period when compared to the

prior period As our installed kiosk base grows we continue to better utilize our existing field resources

and lower the servicing costs per kiosk Due to the price increase mentioned above and ongoing

investments in
process improvements direct operating expenses as percent of revenue for 2011 was

72.6% down 150 basis points from 74.1% in 2010

$25.5 million increase in general and administrative expenses primarily related to supporting overall

business growth and strengthening of our infrastructure including the company-wide implementation

of an ERP system As in past periods we continue to leverage our general and administrative expenses

as they decreased as percent of revenue 0.5 percentage points from 8.2% in 2010 to 7.7% in 2011

$22.0 million increase in depreciation and amortization expenses due to growth in the installed kiosk

base as well as the continued build-out of our technology infrastructure partially offset by $5.5 million

of accelerated depreciation in 2010 related to the 2010 closure of our DVDXpress branded kiosks

and

$7.8 million increase in marketing expenses
due to affiliate programs search engine marketing and

promotional email as well as additional studio marketing during 2011
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Coin

Year Ended December 31 2012 vs 2011 2011 vs 2010

transaction size 2012 2011 2010

Revenue $290761 $282382 $275982 8379 3.0% 6400 2.3%

Expenses

Direct operating 155740 145362 138985 10378 7.1% 6377 4.6%

Marketing 4938 6142 9082 1204 19.6% 2940 32.4%

Research and development 4455 6542 6159 2087 31.9% 383 6.2%

Generalandadministrative 26367 23370 20060 2997 12.8% 3310 16.5%

Litigation 5379
_______

5379 100.0%

Segment operating income 99261 100966 96317 1705 l.7% 4649 4.8%

Depreciation and amortization 36108 31922 29721 4186 13.1% 2201 7.4%

Operating income 63153 69044 66596 $5891 8.5% $2448 3.7%

Operating income as percentage of

revenue 21.7% 24.5% 24.1%

Same store sales growth decline 0.1% 2.1% 6.7%

Endingnumberofkiosks 20300 20200 18900 100 0.5% 1300 6.9%

Total transactions 76954 75552 76164 1402 1.9% 612 0.8%

Average transaction size 39.30 38.78 37.80 0.52 1.3% 0.98 2.6%

Comparing 2012 to 2011

Revenue increased $8.4 million or 3.0% primarily due to growth in our kiosk base growth in larger than

average coin-to-voucher transactions over the comparative period and increased transactions related to our coin

to-prepaid products which typically have larger transaction size than coin to voucher transactions resulting in

$0.52 increase in average transaction size to $39.30 over the comparative period

Operating income decreased $5.9 million or 8.5% primarily due to the following

$10.4 million increase in direct operating expenses primarily due to higher revenue share expense
from

both revenue growth and increased revenue share rates with certain retail partners as result of long-

term contract renewals higher kiosk telecommunication expenses as result of the increased number

of kiosks and our shift towards more real time connectivity higher coin processing and transportation

related
expenses arising from both higher revenue in 2012 offset in the comparative 2011 period by

credit received for previously-processed mutilated coin and higher allocated expenses from the shared

services sales function

$4.2 million increase in depreciation and amortization expenses primarily due to higher allocated

expenses from our shared services support function from the continued investment in our technology

infrastructure and expensing certain internal use software as well as higher depreciation arising from

an increase in the number of kiosks deployed principally due to the Safeway relationship we entered

into in 2011 and

$3.0 million increase in general and administrative expenses primarily due to higher allocated
expenses

from our shared services support group related to facilities expansion human resource programs and

the continued implementation and maintenance of our ERP system offset in the comparative 2011

period by an international tax assessment expense which did not recur in 2012 partially offset by

$8.4 million increase in revenue as described above

$2.1 million decrease in research and development expenses primarily due to higher capitalization of

certain expenses in 2012 related to the development of internal use software and

$1.2 million decrease in marketing expenses due to lower advertising spend
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Comparing 2011 to 2010

Revenue increased $6.4 million or 2.3% primarily due to growth in larger than average coin-to-voucher

transactions and strengthening of our coin-to-prepaid product transactions which typically have larger

transaction size than coin to voucher transactions resulting in $0.98 increase in average transaction size to

$38.78 The increase in average
transaction size was partially offset by decline in total transactions of 612000

The combined impacts led to an increase in same store sales during the period of 2.1%

Operating income increased $2.4 million or 3.7% primarily due to the following

$6.4 million increase in revenue as described above

$2.9 million decrease in marketing expenses due to lower advertising spend on national promotions

$5.4 million decrease in litigation expense due to the settlement of patent litigation with ScanCoin

expensed during the first quarter of 2010 partially offset by

$6.4 million increase in direct operating expenses due to higher revenue share from revenue growth

and increased revenue share rates with certain retail partners as result of long-term contract renewals

higher kiosk field operations costs primarily from higher gasoline leased vehicle and parts and

supplies expense and increased allocated expenses
from our shared services support function These

increased expenses were partially offset by lower coin processing related expenses including credit

received from vendor in 2011 for previously-processed mutilated coin

$3.3 million increase in general and administrative expenses arising from higher allocated expenses

from our shared service support functions to support overall business growth and strengthening of our

infrastructure as well as expense related to an international tax assessment and

$2.2 million increase in depreciation and amortization
expenses primarily due to higher allocated

expenses from our shared service support function for data center expansion and ERP system

implementation costs as well as higher depreciation from an increase in the number of kiosks deployed

primarily due to the new Safeway relationship we entered in 2011

New Ventures

Dollars in thousands Year Ended December 31 2012 vs 2011 2011 vs 2010

2012 2011 2010

Revenue 2509 1392 730 1117 80.2% 662 90.7%

Expenses

Direct operating 5475 3349 1493 2126 63.5% 1856 124.3%

Marketing 2134 771 505 1363 176.8% 266 52.7%

Research and development 8385 4623 1037 3762 1.4% 3586 345.8%

General and administrative 11999 10464 5918 1535 14.7% 4546 76.8%

Segment operating loss 25484 17815 8223 7669 43.0% 9592 116.6%

Depreciation and amortization 349 866 3826 517 59.7% 2960 77.4%

Operating loss $25833 $1868l $l2049 $7l52 38.3% $6632 55.0%

2012 Events

On June 2012 we announced an exclusive five-year agreement to roll out our Rubi coffee kiosks in

the grocery drug and mass merchant retail channels featuring Seattles Best Coffee beverages We

expect this rollout to accelerate in 2013
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Comparing 2012 to 2011

Revenue increased $1.1 million or 80.2% primarily due to an increased number of kiosks for the self-service

concepts offset by exiting one of our self-service concepts in the second quarter of 201

Operating loss increased $7.2 million or 38.3% primarily due to the following

$3.8 million increase in research and development expenses primarily due to the design engineering

software development and build out of new kiosks for market testing primarily in our coffee

refurbished electronics photo and other self-service concepts

$2.1 million increase in direct operating expenses primarily due to additional sales volume from

existing concepts as well as the addition of self-service concepts to test markets increased shared

services support costs related primarily to deployment of new kiosks and customer service related

activity that were not allocated to this segment in 2011 offsetting the increases was $0.7 million

charge in the second quarter of 2011 for purchases of additional prototype kiosks which we expensed

as acquired during the piloting phase and the exit of one of our self-service concepts in the second

quarter of 2011

$1.5 million increase in general and administrative expenses primarily due to higher allocated expenses

from our shared services support group
related to facilities expansion human resource programs and

the continued implementation and maintenance of our ERP system as well as additional headcount to

support growth offset partially by the exit of one of our self-service concepts in the second quarter of

2011

$1.4 million increase in marketing expense due to preparations for rollout of Rubi as well as early

stage preparations primarily for the potential rollout of our refurbished electronics and photo self-

service concepts and increased headcount to support business growth offset partially by the exit of one

of our self-service concepts in the second quarter of 2011 and

$0.5 million decrease in depreciation primarily due to loss on sale of assets from the exit of one of our

self-service concepts in the second quarter of 2011 partially offset by the depreciation of kiosks in our

coffee refurbished electronics and photo self-service concepts beginning in the fourth quarter of 2012

We expect to continue to invest in self-service concepts that meet our requirements and show the most promise

towards future success

Comparing 2011 to 2010

Revenue increased $0.7 million or 90.7% primarily due to an increased number of kiosks for new and existing

self-service concepts

Operating loss increased $6.6 million or 55.0% primarily due to the following

$4.5 million increase in general and administrative expenses due to increased headcount to support

growth of existing self-service concepts as well as the start-up of new self-service concepts higher

allocated costs from our shared service support functions and $0.5 million charge associated with

exiting one of our self-service concept test programs during the second quarter of 2011

$3.6 million increase in research and development expenses associated with the design and build out of

new self-service concepts and

$1.9 million increase in direct operating expenses due to $0.7 million charge for purchases of

additional prototype kiosks which we expense as acquired during the piloting phase additional sales

volume from existing concepts as well as the addition of self-service concepts to test markets partially

offset by
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$3.0 million decrease in depreciation and amortization expenses due to $3.2 million charge during the

first quarter of 2010 related to the disposal of our first generation coffee kiosk offset by $0.6 million

charge for the early retirement of kiosks associated with exiting one of our self-service concept test

programs in the first quarter of 2011

Loss from equity method investments

Loss from equity method investments increased to $5.2 million in 2012 from $1.6 million in 2011 primarily due

to our entry into the Redbox Instant by Verizon joint venture in February 2012 Additional financial information

about our equity method investments is provided in Note Equity Method Investments and Related Party

Transactions in our Notes to Consolidated Financial Statements

Interest Expense

Dollars in thousands Year Ended December 31 2012 vs 2011 2011 vs 2010

2012 2011 2010

Cash interest expense $12833 $16468 $26278 $3635 22.1% 9810 37.3%
Non-cash interest expense 6535 9515 8586 2980 31.3% 929 10.8%

Loss from early retirement of debt 953 953

Interest income 4673 2161 159 2512 116.2% 2002 NM
Total interest expense net $15648 $23822 $34705 $8174 34.3% $10883 31.4%

Not meaningful

Comparing 2012 to 2011

Net interest expense decreased $8.2 million or 34.3% during 2012 primarily due to lower rate for our credit

facility the adjustment of accrued interest related to the expiration of license and service agreement between

Redbox and McDonalds USA as well as the interest income from our note receivable with Sigue which consist

of the full year interest in 2012

Comparing 2011 to 2010

Net interest expense decreased $10.9 million or 1.4% primarily due to lower average debt balance as result

of net payments on our revolving credit facility as well as the expiration of our interest rate swap in 2011

partially offset by an increase in non-cash interest expense related to the amortization of our convertible debt

discount

Income Tax Expense

Our effective tax rate from continuing operations was 37.9% 37.8% and 39.5% in 2012 2011 and 2010

respectively Our tax rate is affected by recurring items such as tax rates in foreign jurisdictions and the relative

amount of income we earn in each It is also affected by various discrete items that may occur in any given year

but are not consistent from
year to year In addition to state income taxes the following items had the most

significant impact on the difference between our statutory U.S federal income tax rate of 35.0% and our

effective tax rate

The effective tax rate from 2011 to 2012 was consistent and

The decrease in our effective tax rate from 2010 to 2011 was attributable primarily to higher levels of

federal and state research and general business credits and other discrete items
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Non-GAAP Financial Measures

Non-GAAP measures may be provided as complement to results provided in accordance with United States

generally accepted accounting principles GAAP

We use the following non-GAAP financial measures to evaluate our financial results

Core adjusted EBITDA from continuing operations

Core diluted earnings per share EPS from continuing operations and

Free cash flow from continuing operations

These measures the definitions of which are presented below are non-GAAP because they exclude certain

amounts which are included in the most directly comparable measure calculated and presented in accordance

with GAAP Our non-GAAP financial measures are not meant to be considered in isolation or as substitute for

our GAAP financial measures and may not be comparable with similarly titled measures of other companies

Core and Non-Core Results

We distinguish our core activities those associated with our primary operations from non-core activities Non-

core activities are primarily nonrecurring events or events we do not control Our non-core adjustments include

deal fees primarily related to the NCR Asset Acquisition ii income or loss from equity method investments

which represents our share of income or loss from entities we do not consolidate or control and iii gain on the

grant of license to use certain Redbox trademarks to Redbox Instant by Verizon Non-Core Adjustments

We believe investors should consider our core results because they are more indicative of our ongoing

performance and trends and are more consistent with how management evaluates our operational results and

trends

Core Adjusted EBITDA from Continuing Operations

Our non-GAAP financial measure core adjusted EBITDA from continuing operations is defined as earnings

before depreciation amortization and other interest expense net income taxes share-based payments expense

and Non-Core Adjustments
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reconciliation of core adjusted EBITDA from continuing operations to income from continuing operations the

most comparable GAAP financial measure is presented in the following table

Dollars in thousands

Income from continuing

operations

Depreciation arnorti zation and

other

Interest expense net

Income taxes

Share-based payments

expense

Adjusted EBI1DA froni

continuing operations

Non-core adjustments

Deal fees

Loss from equity niethod

investments

Gain on formation of Redbox

Instant by Verizon

Core adjusted EBITDA
from continuing

operations

Includes non-cash share-based compensation for executives non-employee directors and employees as well

as share-based payments for content arrangements

The increases in our core adjusted EBITDA during both 2012 and 2011 were primarily due to improvements in

the results of our Redbox segment The other components of core adjusted EBITDA have been discussed

previously in the Results of Operations section above

Core Diluted EPS from Continuing Operations

Our non-GAAP financial measure core diluted EPS from continuing operations is defined as diluted earnings per

share from continuing operations excluding Non-Core Adjustments net of applicable taxes

reconciliation of core diluted EPS from continuing operations to diluted EPS from continuing operations the

most comparable GAAP financial measure is presented in the following table

Dollars in thousands Year Ended December 31
____________

2012 2011 2010

Diluted EPS from continuing operations 4.67 $3.61 $2.03

Non-core adjustments net of tax
Deal fees 0.06 0.03

Loss from equity method investments 0.47 0.03

Gain on formation of Redbox Instant by

Verizon

Core diluted EPS from continuing operations

Non-Core Adjustments are presented after-tax using the applicable effective tax rate for the respective

periods

Year Ended December 31 2012 vs 2011

2012 2011 2010

$150230 $114951

2011 vs 2010

65894 35279 30.7% 49057 74.4%

184525

15648

91516

19362

148218

23822

69777

16211

126992

34705

43032

16016

36307

8174
21739

24.5% 21226

34.3% 10883
1.2% 26745

16.7%

3l.4%
62.2%

3151 19.4% 195

461281 372979 286639 88302 23.7% 86340

________
1.2%

30.1%

3235 1603

24684 1591

19500 19500

$469700 $376173 $286639 93527 24.9% 89534 31.2%

1632 101.8% 1603

23093 1451% 1591

0.37

4.83

2012 vs 2011 2011 vs 2010

1.06 29.4% 1.58 77.8%

0.03 100.0% 0.03

0.44 0.03

037
116 31.6% 1.64 80.8%$3.67 $2.03
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Free Cash Flow from Continuing Operations

Our non-GAAP financial measure free cash flow from continuing operations is defined as net cash provided by

operating activities from continuing operations after capital expenditures We believe free cash flow from

continuing operations is an important non-GAAP measure as it provides additional information to users of the

financial statements regarding our ability to service incur or pay down indebtedness and repurchase our common

stock The table below provides reconciliation of net cash provided by operating activities from continuing

operations the most comparable GAAP financial measure to free cash flow from continuing operations

Dollars in thousands Year Ended December 31 2012 vs 2011 2011 vs 2010

2012 2011 2010

Net cash provided by operating

activities 463906 406516 315619 57390 14.1% $90897 28.8%

Purchase of property and

equipment 208054 179236 170847 28818 16.1% 8389 4.9%

Free cash flow from continuing

operations 255852 227280 144772 28572 12.6% $82508 57.0%

An analysis of our net cash from operating activities and used in investing and financial activities from

continuing operations is provided below

Liquidity and Capital Resources

We believe our existing cash cash equivalents and amounts available to us under our credit facility will be

sufficient to fund our cash requirements and capital expenditure needs for at least the next 12 months After that

time the extent of additional financing needed if any will depend on the success of our business If we

significantly increase kiosk installations beyond planned levels or if our Redbox or Coin kiosks generate lower

than historical volume then our cash needs may increase Furthermore our future capital requirements will

depend on number of factors including consumer use of our services the timing and number of machine

installations the number of available installable kiosks the type and scope of service enhancements and the cost

of developing potential new product service offerings and enhancements and cash required to fund future

acquisitions and investment We intend to continually explore ways to enhance our capital structure including

through potential debt issuances which we may use to add cash to our balance sheet for general corporate

purposes or to fund repayment of our existing debt

Net Cash from Operating Acti vities from Continuing Operations

Our net cash from operating activities from continuing operations increased by $57.4 million in 2012 compared

to 2011 primarily due to the following

$46.3 million increase in net income to $150.2 million primarily due to increased operating income in

our Redbox segment

$52.4 million net increase in non-cash expenses to $296.0 million primarily due to increased

depreciation on kiosks and higher deferred income taxes and

$41.4 million net decrease in cash flows from changes in working capital to $17.6 million primarily

due to the procurement of our content library and timing of payments to retailers

Net Cash Used in Investing Activities from Continuing Operations

We used $346.7 million of net cash in our investing activities from continuing operations during 2012 primarily

due to the following

$208.1 million used for purchases of property and equipment for kiosks and corporate infrastructure

including information technology related to our ERP system implementation
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$100.0 million to fund the NCR Asset Acquisition and

$39.7 million used for equity investments

Net Cash Used in Financing Activities from Continuing Operations

We used $177.3 million of net cash in our financing activities from continuing operations during 2012 primarily

due to the following

$139.7 million used to repurchase our common stock including the settlement of our accelerated stock

repurchase program

$31.5 million used to pay our term loan as well as repurchase portion of our convertible notes and

$16.4 million used for pay capital lease obligations and other debt partially offset by

$10.3 million of proceeds from stock option exercises and excess tax benefits on share-based

payments

Cash and Cash Equivalents

As of December 31 2012 our cash and cash equivalent balance was $282.9 million of which $91.8 million was

identified for settling our payable to the retailer partners in relation to our Coin kiosks The remaining $191.1

million was available for use to support our liquidity needs

Long-Term Debt

Long-term debt was composed of the following

Dollars in thousands December 31

2012 2011

Term loan 159687 170625

Convertible debt Outstanding face value 184983 200000

Total debt $344670 $370625

Revolving Line of Credit and Term Loan

On July 15 2011 we entered into credit facility the Credit Facility which replaced our prior credit facility

which consisted of $400.0 million revolving line of credit The Credit Facility provides for five-year $175.0

million senior secured term loan and $450.0 million senior secured revolving line of credit Subject to

additional commitments from lenders we have the option to increase the aggregate facility size by $250.0

million The term loan is subject to mandatory debt repayments and matures on July 15 2016 at which time all

outstanding borrowings are due The annual interest rate on the Credit Facility is variable based on an index plus

margin determined by our consolidated net leverage ratio The Credit Facility is secured by first priority

security interest in substantially all of our assets and the assets of our domestic subsidiaries as well as pledge

of substantial portion of our equity interests in our subsidiaries The Credit Facility contains certain financial

covenants ratios and tests See Note Debt and Other Long-Term Liabilities in our Notes to Consolidated

Financial Statements

Convertible Debt

The aggregate outstanding principal of our 4.0% Convertible Senior Notes the Notes is $185.0 million The

Notes bear interest at fixed rate of 4.0% per annum payable semi-annually in arrears on each March and

September and mature on September 2014 The effective interest rate at issuance was 8.5% As of

December 31 2012 we were in compliance with all covenants
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The Notes become convertible the Conversion Event when the closing price of our common stock exceeds

$52.38 130% of the Notes conversion price for at least 20 trading days during the 30 consecutive trading days

prior to each quarter-end date If the Notes become convertible and should the Note holders elect to convert we

will be required to pay them up to the full face value of the Notes in cash as well as deliver shares of our

common stock for any excess conversion value The number of potentially issued shares increases as the market

price of our common stock increases As of March 31 2012 and June 30 2012 such early conversion event was

met Certain Notes were submitted for conversion in the second and the third quarter
of 2012 and settled in

accordance with the terms of the indenture governing the Notes The loss from such early conversion event was

inconsequential In the fourth quarter of 2012 we repurchased 15000 Notes or $15 million in face value of Notes

for $20.7 million including accrued interest of $0.2 million in cash The loss from early extinguishment of these

Notes was approximately $1.0 million As of December 31 2012 the Conversion Event was not met and the

Notes are classified as long-term liability on our Consolidated Balance Sheets

Letters of Credit

As of December 31 2012 we had five irrevocable standby letters of credit that totaled $6.8 million These

standby letters of credit which expire at various times through 2013 are used to collateralize certain obligations

to third parties As of December 31 2012 no amounts were outstanding under these standby letter of credit

agreements

Other Contingencies

During the first quarter of 2012 we recorded loss contingency in the amount of $8.4 million in our

Consolidated Statements of Comprehensive Income related to supply agreement Based on subsequent periods

activity we recorded an additional $3.0 million As of December 31 2012 the amount accrued within other

accrued liabilities in our Consolidated Balance Sheets was $11.4 million representing our best estimate of loss

We believe the likelihood of additional losses material to our accrual as of December 31 2012 is remote

Contractual Payment Obligations

summary of our contractual commitments and obligations as of December 31 2012 was as follows

2014 2016 2018
Dollars in thousands Total 2013 2015 2017 Beyond

Long-term debt and other 344890 15529 $226548 $102813

Contractual interest on long-term debt 12333 7400 4933

Capital lease obligations1 30556 14235 15643 601 77

Operating lease obligations 52417 10166 16924 15146 10181

Purchase obligations2 7492 6154 1338

Asset retirement obligations 14020 14020

Liability for uncertain tax positions 2383 276 1002 1105

Content agreement obligations 1354748 690337 664411

Retailer revenue share obligations1 70578 45162 23788 1628

Total $1889417 $789259 $954587 $121293 $24278

See Note 19 Commitments and Contingencies in our Notes to Consolidated Financial Statements

Excludes any amounts associated with the manufacturing and services agreement entered into as part of the

NCR Asset Acquisition pursuant to which Coinstar Redbox or an affiliate will purchase goods and services

from NCR for period of five years from June 22 2012 At the end of the five-year period if the aggregate

amount paid in margin to NCR for goods and services delivered equals less than $25.0 million Coinstar will

pay NCR the difference between such aggregate amount and $25.0 million See Note Business

Combination in our Notes to Consolidated Financial Statements
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Off-Balance Sheet Arrangements

Other than certain contractual arrangements listed above we do not have any off-balance sheet arrangements that

have or are reasonably likely to have material current or future effect on our financial condition changes in

financial condition revenues or expenses results of operations liquidity capital expenditures or capital

resources For additional information see Note 19 Conunitments and Contingencies in our Notes to Consolidated

Financial Statements

Inflation

We believe that the impact of inflation was minimal on our business in 2012 2011 and 2010

Critical Accounting Policies

Our consolidated financial statements have been prepared in accordance with U.S GAAP Preparation of these

statements requires management to make judgments and estimates We base our estimates on historical

experience and on other assumptions that we believe to be reasonable under the present circumstances

Significant estimates underlying our consolidated financial statements include the

useful lives and salvage vaues of our content library

determination of goodwill impairment

lives of equipment and other long-lived assets

recognition and measurement of current and long-term deferred income taxes including the

measurement of uncertain tax positions

recognition and measurement of purchase price allocation for business combinations and

loss contingencies

It is reasonably possible that the estimates we make may change in the future and could have material effect on

our financial statements

Content Library

Our content library which we called our DVD library in prior years consists of movies and video games

available for rent or purchase We obtain our movie and video game content through revenue sharing agreements

and license agreements with studios and game publishers as well as through distributors and other suppliers The

content purchases are capitalized and amortized to their estimated salvage value as component of direct

operating expenses over the usage period The cost of content mainly includes the cost of the movies and video

games labor overhead freight and studio revenue sharing expenses Content salvage values are estimated based

on the amounts that we have historically recovered on disposal For purchased content that we expect to be sold

at the end of its useful life an estimated salvage value is provided For licensed content that we do not expect to

sell no salvage value is provided The useful lives and salvage value of our content library are periodically

reviewed and evaluated The amortization charges are recorded on an accelerated basis reflecting higher rentals

of movies and video games in the first few weeks after release and substantially all of the amortization expense

is recognized within one year of purchase

Goodwill

Goodwill represents the excess purchase price of an acquired enterprise or assets over the estimated fair value of

identifiable net assets acquired We assess goodwill for potential impairment at the reporting unit level on an

annual basis as of November 30 or whenever an event occurs or circumstances change that would more likely

than not reduce the fair value of reporting unit below its carrying amount We may assess qualitative factors to

make this determination or bypass such qualitative assessment and proceed directly to testing goodwill for

impairment using two-step process Qualitative factors we may consider include but are not limited to
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macroeconomic conditions industry conditions the competitive environment changes in the market for our

products and services regulatory and political developments entity specific factors such as strategies and

financial performance If after completing such assessment it is determined more likely than not that the fair

value of reporting unit is less than its carrying value we proceed to two-step impairment test whereby the

first step is comparing the fair value of reporting unit with its carrying amount including goodwill If the fair

value of reporting unit exceeds its carrying amount goodwill of the reporting unit is considered not impaired

and the second step of the test is not performed The second step of the impairment test is performed when the

carrying amount of the reporting unit exceeds the fair value then the implied fair value of the reporting unit

goodwill is compared with the carrying amount of that goodwill If the carrying amount of the reporting unit

goodwill exceeds the implied fair value of that goodwill an impairment loss shall he recognized in an amount

equal to the excess For additional information see Note Goodwill and Other Intangible Assets

We performed the annual goodwill impairment test based on the two-step process described above as of

November 30 2012 We estimated the fair value of our reporting units using both the income and market

approaches Our estimates of fair value can change significantly based on factors such as revenue growth rates

profit margins discount rates market conditions market prices and changes in business strategies As the

estimated fair value of each reporting unit substantially exceeded its respective carrying value there was no

goodwill impairment in 2012

Lives and Recoverability of Equipment and Other Long-Lived Assets

We evaluate the estimated remaining life and recoverability of equipment and other assets including intangible

assets subject to amortization whenever events or changes in circumstances indicate that the carrying amount of

the asset may not be recoverable Factors that would indicate potential impairment include but are not limited to

significant decreases in the market value of the long-lived assets significant change in the long-lived assets

use or physical condition and operating or cash flow losses associated with the use of the long-lived asset When

there is an indication of impairment we prepare an estimate of future undiscounted cash flows expected to result

from the use of the asset and its eventual disposition to test recoverability If the sum of the future undiscounted

cash flow is less than the carrying value of the asset it indicates that the long-lived asset is not recoverable in

which case we will then compare the estimated fair value to its carrying value If the estimated fair value is less

than the carrying value of the asset we recognize the impairment loss and adjust the carrying amount of the asset

to its estimated fair value

Income Taxes

Deferred income taxes are provided for the temporary differences between the financial reporting basis and the

tax basis of our assets and liabilities and operating loss and tax credit canyforwards We record valuation

allowance to reduce deferred tax assets to the amount expected to more likely than not be realized in our future

tax returns Deferred tax assets and liabilities and operating loss and tax credit carryforwards are measured using

enacted tax rates expected to apply to taxable income in the years in which those temporary differences and

operating loss and tax credit carryforwards are expected to be recovered or settled Net deferred tax liabilities

totaled $83.2 million and $3.0 million respectively at December 31 2012 and 2011

In addition there is inherent uncertainty in quantifying our income tax positions We assess our income tax

positions and record tax benefits for all years subject to examination based upon managements evaluation of the

facts circumstances and information available at the reporting date For those tax positions where it is more

likely than not that tax benefit will be sustained we have recorded the largest amount of tax benefit with

greater than 50% likelihood of being realized upon ultimate or effective settlement with taxing authority that

has full knowledge of all relevant information For those income tax positions where it is not more likely than not

that tax benefit will he sustained no tax benefit has been recognized in the financial statements When

applicable associated interest and penalties have been recognized as component of income tax expense

Unrecognized tax benefits totaled $2.4 million and $2.5 million respectively at December 31 2012 and 2011
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Loss Contingencies

We accrue estimated liabilities for loss contingencies arising from claims assessments litigation and other

sources when it is probable that liability has been incurred and the amount of the claim assessment or damages

can be reasonably estimated We believe that we have sufficient accruals to cover any obligations resulting from

claims assessments or litigation that have met these criteria

Accounting Pronouncements Not Yet Effective

In July 2012 the FASB issued ASU No 2012-02 IntangiblesGoodwill and Other Topic 350 Testing

Indefinite-Lived Intangible Assets for Impairment ASU 2012-02 allows an entity to first assess qualitative

factors to determine whether it is necessary to perform the quantitative impairment test for indefinite-lived

intangible assets An organization that elects to perform qualitative assessment no longer is required to perform

the quantitative impairment test for an indefinite-lived intangible asset if it is more likely than not that the asset is

impaired The ASU which applies to all public private and not-for-profit organizations is effective for annual

and interim impairment tests performed for fiscal years beginning after September 15 2012 We do not believe

our adoption of ASU 2012-02 in the first quarter of 2013 will have material impact on our financial position

results of operations or cash flows

ITEM 7A QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Variable Rates of Interest

We are subject to the risk of fluctuating interest rates in the normal course of business primarily as result of our

credit facility agreement with syndicate of lenders led by Bank of America N.A and investment activities that

generally bear interest at variable rates Because our investments have maturities of three months or less and our

credit facility interest rates are based upon either the LIBOR prime rate or base rate plus an applicable margin

we believe that the risk of material loss is low and that the carrying amount of these balances approximates fair

value

Based on the balance of our outstanding term loan of $159.7 million as of December 31 2012 an increase or

decrease of percentage point in the interest rate over the next year would increase or decrease our annual

interest expense by approximately $1.0 million net of tax

Foreign Exchange Rate Fluctuation

We are subject to the risk of foreign exchange rate fluctuation in the normal course of business as result of our

operations in the United Kingdom Ireland and Canada
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ITEM FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

Unaudited quarterly financial data for each of the eight quarters in the two-year period ended December 31 2012

is as follows

2012 In thousands except per share data 1st Quarter 2nd Quarter 3rd Quarter 4th Quarter

Revenue $568179 $532220 $537562 $564082

Income from continuing operations before income taxes 89368 61650 56935 33793

Income tax expense 35672 24775 20161 10908

Income from continuing operations 53696 36875 36774 22885

Net income 53696 36875 36774 22885

Basic income per share from continuing operations 1.76 1.20 1.21 0.78

Basic net income per share 1.76 1.20 1.21 0.78

Diluted income per share from continuing operations 1.65 1.11 1.14 0.75

Dilutednetincomepershare 1.65 1.11 1.14 0.75

Shares used in basic per share calculations 30590 30776 30454 29380

Shares used in diluted per share calculations 32628 33190 32238 30619

2011 In thousands except per share data 1st Quarter 2nd Quarter 3rd Quarter 4th Quarter

Revenue $424072 $435228 $465617 $520455

Income from continuing operations before income taxes 24103 51571 59670 49384

Income tax expense 9261 20110 22544 17862

Income from continuing operations 14842 31461 37126 31522

Loss from discontinued operations net of tax1 6346 4722

Net income 8496 26739 37126 31522

Basic income per share from continuing operations 0.47 1.03 1.23 1.04

Basic loss per share from discontinued operations 0.20 0.15

Basic net income per
share 0.27 0.88 1.23 1.04

Diluted income
per

share from continuing operations 0.46 0.98 1.18 1.00

Diluted loss per share from discontinued operations 0.20 0.15

Diluted net income per share 0.26 0.83 1.18 1.00

Shares used in basic per share calculations 31067 30542 30224 30261

Shares used in diluted per share calculations 32142 32144 31596 31605

Loss from discontinued operations net of tax included $5.3 million and $5.7 million charge respectively

related to the disposal of our Money Transfer Business in the first and second quarters of 2011
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Stockholders

Coinstar Inc

We have audited Coinstar Inc.s internal control over financial reporting as of December 31 2012 based on

criteria established in Internal ControlIntegrated Framework issued by the Committee of Sponsoring

Organizations of the Treadway Commission COSO Coinstar Inc.s management is responsible for maintaining

effective internal control over financial reporting and for its assessment of the effectiveness of internal control

over financial reporting included in the accompanying managements report on internal control over financial

reporting Our responsibility is to express an opinion on the Companys internal control over financial reporting

based on our audit

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board

United States Those standards require that we plan and perform the audit to obtain reasonable assurance about

whether effective internal control over financial reporting was maintained in all material respects Our audit

included obtaining an understanding of internal control over financial reporting assessing the risk that material

weakness exists and testing and evaluating the design and operating effectiveness of internal control based on

the assessed risk Our audit also included performing such other procedures as we considered necessary in the

circumstances We believe that our audit provides reasonable basis for our opinion

companys internal control over financial reporting is process designed to provide reasonable assurance

regarding the reliability of financial reporting and the preparation of financial statements for external purposes in

accordance with generally accepted accounting principles companys internal control over financial reporting

includes those policies and procedures that pertain to the maintenance of records that in reasonable detail

accurately and fairly reflect the transactions and dispositions of the assets of the company provide reasonable

assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance

with generally accepted accounting principles and that receipts and expenditures of the company are being made

only in accordance with authorizations of management and directors of the company and provide reasonable

assurance regarding prevention or timely detection of unauthorized acquisition use or disposition of the

companys assets that could have material effect on the financial statements

Because of its inherent limitations internal control over financial reporting may not prevent or detect

misstatements Also projections of any evaluation of effectiveness to future periods are subject to the risk that

controls may become inadequate because of changes in conditions or that the degree of compliance with the

policies or procedures may deteriorate

In our opinion Coinstar Inc maintained in all material respects effective internal control over financial

reporting as of December 31 2012 based on criteria established in Internal ControlIntegrated Framework

issued by the Committee of Sponsoring Organizations of the Treadway Commission

We also have audited in accordance with the standards of the Public Company Accounting Oversight Board

United States the consolidated balance sheets of Coinstar Inc and subsidiaries as of December 31 2012 and

2011 and the related consolidated statements of comprehensive income stockholders equity and cash flows for

each of the years in the three-year period ended December 31 2012 and our reporl dated February 2013

expressed an unqualified opinion on those consolidated financial statements

1sf KPMG LLP

Seattle Washington

February 2013
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Stockholders

Coinstar Inc

We have audited the accompanying consolidated balance sheets of Coinstar Inc and subsidiaries the

Company as of December 31 2012 and 2011 and the related consolidated statements of comprehensive

income stockholders equity and cash flows for each of the years
in the three-year period ended December 31

2012 These consolidated financial statements are the responsibility of the Companys management Our

responsibility is to express an opinion on these consolidated financial statements based on our audits

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board

United States Those standards require that we plan and perform the audit to obtain reasonable assurance about

whether the financial statements are free of material misstatement An audit includes examining on test basis

evidence supporting the amounts and disclosures in the financial statements An audit also includes assessing the

accounting principles used and significant estimates made by management as well as evaluating the overall

financial statement presentation We believe that our audits provide reasonable basis for our opinion

In our opinion the consolidated financial statements referred to above present fairly in all material respects the

financial position of Coinstar Inc and subsidiaries as of December 31 2012 and 2011 and the results of their

operations and their cash flows for each of the years in the three-year period ended December 31 2012 in

conformity with U.S generally accepted accounting principles

We also have audited in accordance with the standards of the Public Company Accounting Oversight Board

United States Coinstar Inc.s internal control over financial reporting as of December 31 2012 based on

criteria established in Internal ControlIntegrated Framework issued by the Committee of Sponsoring

Organizations of the Treadway Commission COSO and our report
dated February 2013 expressed an

unqualified opinion on the effectiveness of the Companys internal control over financial reporting

Is KPMG LLP

Seattle Washington

February 2013
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COINSTAR INC

CONSOLIDATED BALANCE SHEETS

in thousands except share data

December 31

2012 2011

Assets

Current Assets

Cash and cash equivalents 282894 341855

Accounts receivable net of allowances of $2003 and $1586 58331 41246
Content library 177409 142386

Deferred income taxes 7187 84228

Prepaid expenses and other current assets 29686 25274

Total current assets 555507 634989

Property and equipment net 571358 499178
Notes receivable 26731 24374
Deferred income taxes 1373 647

Goodwill and other intangible assets 358829 274583

Other long-term assets 47927 17066

Total assets $1561725 $1450837

Liabilities and Stockholders Equity

Current Liabilities

Accounts payable 250588 175550

Accrued payable to retailers 138413 127450

Other accrued liabilities 146125 148996

Current portion of long-term debt 15529 13986

Current portion of capital lease obligations 13350 12057

Total current liabilities 564005 478039

Long-term debt and other long-term liabilities 341179 359288

Capital lease obligations 15702 11768

Deferred tax liabilities 91751 87840

Total liabilities 1012637 936935

Commitments and contingencies Note 19
Stockholders Equity

Preferred stock $0.OOl par value5000000 shares authorized no shares issued

or outstanding

Common stock $0.00 par value60000000 authorized 35797592 and

35251932 shares issued 28626323 and 30879778 shares outstanding 50488 481249

Treasury stock 293149 153425
Retained earnings 338979 188749

Accumulated comprehensive loss 1623 2671

Total stockholders equity 549088 513902

Total liabilities and stockholders equity $1561725 $1450837

See accompanying Notes to Consolidated Financial Statements
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COINSTAR INC

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

in thousands except per share data

Year Ended December 31

2012 2011 2010

Revenue $2202043 $1845372 $1436421

Expenses

Direct operating 1502977 1283351 1000941

Marketing 27635 29004 23836

Research and development 13913 11557 7437

General and administrative 210235 163357 128629

Depreciation and other 179147 145478 123687

Amortization of intangible assets 5378 2740 3305

Litigation settlement 5379

Total expenses
1939285 1635487 1293214

Operating income 262758 209885 143207

Other income expense
Income loss from equity method investments net NoteS 5184 1591
Interest expense net 15648 23822 34705

Other net 180 256 424

Total other income expense 21012 25157 34281

Income from continuing operations before income taxes 241746 184728 108926

Income tax expense 91516 69777 43032

Income from continuing operations 150230 114951 65894

Loss from discontinued operations net of tax
_________

11068 14886

Net income 150230 103883 51008

Other comprehensive income Note 14
Foreign currency

translation adjustment 1048 255 1737
Reclassification of interest rate hedges to interest expense 896 4477

Loss on short-term investments 20 10

Income tax expense related to items of other comprehensive

income 342 1618

Other comprehensive income net of tax 1048 279 1132

Comprehensive income 151278 104162 52140

Basic earnings loss per share

Continuing operations 4.96 3.76 2.11

Discontinued operations
__________

0.36 0.48

Basic earnings per share 4.96 3.40 1.63

Diluted earnings loss per share

Continuing operations 4.67 3.61 2.03

Discontinued operations
__________

0.35 0.46

Diluted earnings per share 4.67 3.26 1.57

Weighted average shares used in basic
per

share calculations 30305 30520 31268

Weighted average shares used in diluted
per

share calculations 32174 31869 32397

Direct operating excludes depreciation and other of $127.2 million $121.2 million and $110.0 million for

2012 2011 and 2010 respectively

See accompanying Notes to Consolidated Financial Statements
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COINSTAR INC

CONSOLIDATED STATEMENTS OF STOCKHOLDERS EQUITY
in thousands except share data

Common Stock

BALANCE December 31 2009 31076784

Proceeds from exercise of options net 1324756

Share-based payments expense 485582

Tax benefit on share-based compensation

expense

Repurchases of common stock 1072037
Debt conversion feature

Net income

Other comprehensive income net of tax

BALANCE December 31 2010

Proceeds from exercise of options net 112364 3261

Adjustments related to tax withholding for

share-based compensation

Share-based payments expense

Tax benefit on share-based compensation

expense

Repurchases of common stock 1374036
Debt conversion feature

Net income

Other comprehensive income net of tax

$406333 40831 33858 $4082 395278

31686 31686

16234 16234

6770

49245

6770

49245

26854
51008 51008

_______
1132 1132

2950 426009

3261

1794
16211

2548

63349

26854

103883

_______ ______
279

513902

8263

3671
19362

5418

139724

5740
150230

_______ _______ ______
1048

_________ ________ _______
549088

See accompanying Notes to Consolidated Financial Statements

Treasury
Shares Amount Stock

Accumulated

Other

Retained Comprehensive

Earnings Loss Total

26854

31815085 434169 90076 84866

39276 1794
365641 16211

26854

2548

63349

103883

279

BALANCE December 31 2011 30879778 481249 153425 188749 2671
Proceeds from exercise of options net 381468 8263

Adjustments related to tax withholding for

share-based compensation 61362 3671
Share-based payments expense 225445 19362

Tax benefit on share-based compensation

expense 5418

Repurchases of common stock 2799115 139724
Convertible debtconversion option 109 5740
Net income 150230

Other comprehensive income net of tax

BALANCE December 31 2012 28626323 $504881 $293149 $338979

1048

$1623
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COINSTAR INC

CONSOLIDATED STATEMENTS OF CASH FLOWS
in thousands

For the year ended December 31

2012 2011 2010

Operating Activities

Net income 150230 103883 51008

Adjustments to reconcile net income to net cash flows from operating activities from continuing

operations

Depreciation and other 179147 145478 123687

Amortization of intangible assets and deferred financing fees 7504 5182 5338

Share-based payments expense
19362 16211 16016

Excess tax benefits on share-based payments 5740 2471 6887
Deferred income taxes 87573 60076 41395

Loss from discontinued operations net of tax
11068 14886

Loss from equity method investments net 5184 1591

Non-cash interest on convertible debt 7109 6551 6037

Other 4100 95 666

Cash flows from changes in operating assets and liabilities from continuing operations

Accounts receivable 17061 15289 7087
Content library

30693 2062 44985

Prepaid expenses and other current assets 6963 4869 9295
Other assets

858 1769 1793

Accounts payable 58248 12550 81368

Accrued payable to retailers 10461 30826 4252

Other accrued liabilities 2787 36117 37427

Net cash flows from operating activities from continuing operations 463906 406516 315619

Investing Activities

Purchases of property and equipment 208054 179236 170847

Proceeds from sale of property and equipment 1131 695 1143

Proceeds from sale of businesses net 8220 26617

Acquisition of NCR DVD kiosk business 100000

Equity investments 39727 4912

Net cash flows from investing activities from continuing operations 346650 175233 143087

Financing Activities

Principal payments on capital lease obligations and other debt 16392 28202 36312

Borrowings from term loan 175000

Principal payments on term loan and repurchase of convertible debt 31513 4375
Net payments on credit facility

150000 75000

Financing costs associated with credit facility
4196

Excess tax benefits related to share-based payments 5740 2471 6887

Repurchases of common stock and ASR program 139724 63349 49245
Proceeds from exercise of stock options 4592 3261 31624

Net cash flows from financing activities from continuing operations 177297 69390 122046

Effect of exchange rate changes on cash 1080 454 637

Increase decrease in cash and cash equivalents from continuing operations 58961 161439 49849

Cash flows from discontinued operations

Operating cash flows 9678 9524

Investing cash flows 12678 2600

Financing cash flows 166

Net cash flows from discontinued operations
3000 12290

Increase decrease in cash and cash equivalents 58961 158439 37559

Cash and cash equivalents

Beginning of period 341855 183416 145857

End of period 282894 341855 183416

Supplemental disclosure of cash flow information from continuing operations

Cash paid during the period for interest 13112 16221 26219

Cash paid during the period for income taxes 9211 5393 2668

Supplemental disclosure of non-cash investing and financing activities from continuing

operations

Purchases of property and equipment financed by capital lease obligations 19174 15122 7079

Purchases of property and equipment included in ending accounts payable 27562 12432 10976

Non-cash consideration received from sale of the Money Transfer Business 23826

Non-cash gain included in equity investments 19500

See accompanying Notes to Consolidated Financial Statements
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COINSTAR INC

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

YEARS ENDED DECEMBER 31 2012 2011 AND 2010

NOTE ORGANIZATION AND BUSINESS

Description of Business

We are leading provider of automated retail solutions offering convenient products and services that benefit

consumers and drive incremental retail traffic and revenue for retailers Our core offerings in automated retail

include our Redbox and Coin segments Our Redbox segment consists of self-service kiosks where consumers

can rent or purchase movies and video games as well as purchase event tickets Our Coin segment consists of

self-service coin-counting kiosks where consumers can convert their coin to cash gift card or an e-certificate

among other options Our New Ventures segment is focused on identifying evaluating building and developing

innovative self-service concepts in the marketplace Our kiosks are located primarily in supermarkets drug

stores mass merchants financial institutions convenience stores and restaurants Our kiosk and location counts

as of December 31 2012 are as follows

Kiosks Locations

Redbox1 43700 35800

Coin 20300 20100

Total 64000 55900

Excludes approximately 1900 kiosks acquired from NCR that had not been replaced with Redbox kiosks or

removed at December 31 2012 See Note 3Business Combination for more information on the NCR Asset

Acquisition

NOTE SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Principles of Consolidation

The accompanying consolidated financial statements include the accounts of Coinstar Inc our wholly-owned

subsidiaries and companies in which we have controlling interest Investments in companies of which we may

have significant influence but not controlling interest are accounted for using the equity method of accounting

All significant intercompany balances and transactions have been eliminated in consolidation

Use of Estimates in Financial Reporting

We prepare our financial statements in conformity with accounting principles generally accepted in the U.S

which requires management to make estimates and assumptions that affect the reported amounts in our

consolidated financial statements and our notes thereto The most significant estimates and assumptions include

the

useful lives and salvage values of our content library

determination of goodwill impairment

lives and recoverability of equipment and other long-lived assets

recognition and measurement of current and long-term
deferred income taxes including the

measurement of uncertain tax positions

recognition and measurement of purchase price allocation for business combination and

loss contingencies
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It is reasonably possible that the estimates we make may change in the future and could have material effect on

our financial statements

Cash and Cash Equivalents

We consider all highly liquid investments with an original maturity of three months or less to be cash

equivalents Our cash equivalents were $60.4 million and $45.4 million at December 31 2012 and December 31
2011 respectively consisting of money market demand accounts and investment grade fixed income securities

such as money market funds certificate of deposits and commercial paper Our cash balances with financial

institutions may exceed the deposit insurance limits

Included in our cash and cash equivalents at December 31 2012 and December 31 2011 were $91.8 million and

$82.0 million respectively that we identified for settling our accrued payable to our retailer partners in relation to

our Coin kiosks

Accounts Receivable

Accounts receivable represents receivables net of allowances for doubtful accounts The allowance for doubtful

accounts reflects our best estimate of probable losses inherent in the accounts receivable balance We determine

the allowance based on historical experience and other currently available information When specific account

is deemed uncollectible the account is written off against the allowance Certain information regarding our

allowance for doubtful accounts was as follows in thousands

Dollars in thousands Year Ended December 31

2012 2011 2010

Amount expensed for uncollectible accounts $417 $455 $272

Amount charged against the allowance

Content Library

Our content library consists of movies and video games available for rent or purchase We obtain our movie and

video game content through revenue sharing agreements and license agreements with studios and game

publishers as well as through distributors and other suppliers The content purchases are capitalized and

amortized to their estimated salvage value as component of direct operating expenses over the usage period

The cost of content mainly includes the cost of the movies and video games labor overhead freight and studio

revenue sharing expenses Content salvage values are estimated based on the amounts that we have historically

recovered on disposal For purchased content that we expect to be sold at the end of its useful life an estimated

salvage value is provided For licensed content that we do not expect to sell no salvage value is provided The

useful lives and salvage value of our content library are periodically reviewed and evaluated The amortization

charges are recorded on an accelerated basis reflecting higher rentals of movies and video games in the first few

weeks after release and substantially all of the amortization expense is recognized within one year of purchase

Property and Equipment

Property and equipment are stated at cost net of accumulated depreciation Expenditures that extend the life

increase the capacity or improve the efficiency of property and equipment are capitalized while expenditures for

repairs and maintenance are expensed as incurred Depreciation is recognized using the straight-line method over

the following approximate useful lives

Useful Life

Coin-counting kiosks and components to 10 years
Redbox kiosks

years

Computers and software
years

Office furniture and equipment
years

Leased vehicles
years

Leasehold improvements 11 years
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Internal- Use Software

We capitalize costs incurred to develop or obtain internal-use software during the application development stage

Capitalization of software development costs occurs after the preliminary project stage is complete management

authorizes the project and it is probable that the project will be completed and the software will be used for the

function intended We expense costs incurred for training data conversion and maintenance as well as spending

in the post-implementation stage subsequent addition modification or upgrade to internal-use software is

capitalized only to the extent that it enables the software to perform task it previously could not perform The

internal-use software is included in computers and software under property and equipment in our Consolidated

Balance Sheets We amortize the internal-use software based on the estimated useful life on straight-line basis

Intangible Assets Subject to Amortization

Our intangible assets subject to amortization are comprised primarily of retailer relationships acquired in

connection with our acquisitions We used expectations of future cash flows to estimate the fair value of the

acquired retailer relationships We amortize our intangible assets on straight-line basis over their expected

useful lives

Goodwill

Goodwill represents the excess purchase price of an acquired enterprise or assets over the estimated fair value of

identifiable net assets acquired We assess goodwill for potential impairment at the reporting unit level on an

annual basis as of November 30 or whenever an event occurs or circumstances change that would more likely

than not reduce the fair value of reporting unit below its carrying amount We may assess qualitative factors to

make this determination or bypass such qualitative assessment and proceed directly to testing goodwill for

impairment using two-step process Qualitative factors we may consider include but are not limited to

macroeconomic conditions industry conditions the competitive environment changes in the market for our

products and services regulatory and political developments entity specific factors such as strategies and

financial performance If after completing such assessment it is determined more likely than not that the fair

value of reporting unit is less than its carrying value we proceed to two-step impairment test whereby the

first step is comparing the fair value of reporting unit with its carrying amount including goodwill If the fair

value of reporting unit exceeds its carrying amount goodwill of the reporting unit is considered not impaired

and the second step of the test is not performed The second step of the impairment test is performed when the

carrying amount of the reporting unit exceeds the fair value then the implied fair value of the reporting unit

goodwill is compared with the carrying amount of that goodwill If the carrying amount of the reporting unit

goodwill exceeds the implied fair value of that goodwill an impairment loss shall be recognized in an amount

equal to the excess For additional information see Note Goodwill and Other Intangible Assets

Lives and Recoverability of Equipment and Other Long-Lived Assets

We evaluate the estimated remaining life and recoverability of equipment and other assets including intangible

assets subject to amortization whenever events or changes in circumstances indicate that the carrying amount of

the asset may not be recoverable Factors that would indicate potential impairment include but are not limited to

significant decreases in the market value of the long-lived assets significant change in the long-lived assets

use or physical condition and operating or cash flow losses associated with the use of the long-lived asset When

there is an indication of impairment we prepare an estimate of future undiscounted cash flows expected to result

from the use of the asset and its eventual disposition to test recoverability If the sum of the future undiscounted

cash flow is less than the carrying value of the asset it indicates that the long-lived asset is not recoverable in

which case we will then compare the estimated fair value to its carrying value If the estimated fair value is less

than the carrying value of the asset we recognize the impairment loss and adjust the carrying amount of the asset

to its estimated fair value
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Income Taxes

Deferred income taxes are provided for the temporary differences between the financial reporting basis and the

tax basis of our assets and liabilities and operating loss and tax credit carryforwards We record valuation

allowance to reduce deferred tax assets to the amount expected to more likely than not be realized in our future

tax returns Deferred tax assets and liabilities and operating loss and tax credit carryforwards are measured using

enacted tax rates expected to apply to taxable income in the years in which those temporary differences and

operating loss and tax credit carryforwards are expected to be recovered or settled

We assess our income tax positions and record tax benefits for all
years subject to examination based upon

managements evaluation of the facts circumstances and information available at the reporting date For those

tax positions where it is more likely than not that tax benefit will be sustained we have recorded the largest

amount of tax benefit with greater than 50% likelihood of being realized upon ultimate or effective settlement

with taxing authority that has full knowledge of all relevant information For those income tax positions where

it is not more likely than not that tax benefit will be sustained no tax benefit has been recognized in the

financial statements When applicable associated interest and penalties have been recognized as component of

income tax expense See Note 11 Income Taxes

Taxes Collected from Customers and Remitted to Governmental Authorities

We account for tax assessed by governmental authority that is directly imposed on revenue-producing

transaction i.e sales value added on net excluded from revenue basis

Convertible Debt

In September 2009 we issued $200.0 million aggregate principal amount of 4% Convertible Senior Notes the

Notes We have separately accounted for the liability and the equity components of the Notes based on the

estimated fair value of the debt upon issuance Since the early conversion events were not met as of

December 31 2012 the Notes were reported as long-term debt in our Consolidated Balance Sheets For

additional information see Note Debt and Other Long-Term Liabilities

Loss Contingencies

We accrue estimated liabilities for loss contingencies arising from claims assessments litigation and other

sources when it is probable that liability has been incurred and the amount of the claim assessment or damages

can be reasonably estimated We believe that we have sufficient accruals to cover any obligations resulting from

claims assessments or litigation that have met these criteria

Revenue Recognition

We recognize revenue as follows

RedboxRevenue from movie and video game rentals is recognized ratably over the term of

consumers rental transaction Revenue from direct sale out of the kiosk of previously rented movies

or video games is recognized at the time of sale On rental transactions for which the related movie or

video game has not yet been returned to the kiosk at month-end revenue is recognized with

corresponding receivable recorded in the balance sheet net of reserve for potentially uncollectible

amounts We record revenue net of refunds and applicable sales taxes collected from consumers

CoinRevenue from coin-counting transaction which is collected from either consumers or card

issuers in stored value product transactions is recognized at the time the consumers coins are

counted by our coin-counting kiosks Our revenue represents the fee charged for coin-counting

transactions
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New VenturesNew Ventures revenue is recognized when the sale of product or service transaction

through our new concept kiosks is completed Consumers either pay cash or use credit or debit cards

when they purchase products or services from our New Venture segment Our New Venture segment

currently offers coffee refurbished electronics beauty samples and photo services to our consumers

Fees Paid to Retailers

Fees paid to retailers relate to the amount we pay our retailers for the benefit of placing our kiosks in their stores

and their agreement to provide certain services on our behalf to our consumers The fee is generally calculated as

percentage of each coin-counting transaction or as percentage
of our net movie or video game rental revenue

and is recorded in our Consolidated Statements of Comprehensive Income within the direct operating expenses

The fee arrangements are based on our negotiations and evaluation of certain factors with the retailers such as

total revenue long-term non-cancelable contracts installation of our kiosks in high traffic and/or urban or rural

locations co-op marketing incentives or other criteria

Advertising

Advertising costs which are included as component of marketing expenses are expensed as incurred and

totaled $13.5 million $15.9 million and $15.4 million in 2012 2011 and 2010 respectively

Research and Development

Costs incurred for research and development activities are expensed as incurred

Foreign Currency Translation

The functional currencies of our international subsidiaries are the British pound Sterling for our subsidiary

Coinstar Limited in the United Kingdom Canadian dollar for Coinstar International and Redbox Canada GP and

the Euro for our subsidiaries Coinstar Money Transfer and Coinstar Ireland Limited We translate assets and

liabilities related to these operations to U.S dollars at the exchange rate in effect at the date of the Consolidated

Balance Sheets we convert revenues and expenses
into U.S dollars using average exchange rates Translation

gains and losses are reported as separate component of accumulated other comprehensive loss

Share-Based Payments

We measure and recognize expense for all share-based payment awards granted including employee stock

options and restricted stock awards based on the estimated fair value of the award on the grant date We utilize

the Black-Scholes-Merton BSM valuation model for valuing our stock option awards and the determination

of the expenses

The use of the BSM valuation model to estimate the fair value of stock option awards requires us to make

judgments on assumptions regarding the risk-free interest rate expected dividend yield expected term and

expected volatility over the expected term of the award The assumptions used in calculating the fair value of

share-based payment awards represent managements best estimates at the time they are made but these

estimates involve inherent uncertainties and the determination of expense could be materially different in the

future

We amortize share-based payment expense on straight-line basis over the vesting period of the individual

award with estimated forfeitures considered Vesting periods are generally four years Shares to be issued upon

the exercise of stock options will come from newly issued shares The expense
related to restricted stock granted

to movie studios as part of license agreements
is adjusted based on the number of unvested shares and market

price of our common stock each reporting period
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Share-based payment expense is only recognized on awards that ultimately vest Therefore we have reduced the

share-based payment expense to be recognized over the vesting period for anticipated future

forfeitures Forfeiture estimates are based on historical forfeiture
patterns We review and assess our forfeiture

estimates quarterly and update them if
necessary Any changes to accumulated share-based payment expense are

recognized in the period of change If actual forfeitures differ significantly from our estimates our results of

operations could be materially impacted For additional information see Note 10 Share-Based Payments

Fair Value of Financial Ins fruments

The carrying amounts for cash equivalents approximate fair value which is the amount for which the instrument

could be exchanged in current transaction between willing parties Our available-for-sale securities are marked

to fair value on quarterly basis The fair value of our revolving line of credit approximates its carrying amount

For additional information see Note 18 Fair Value

Accounting Pronouncements Adopted During the Current Year

In May 2011 the FASB issued ASU No 2011-04 Amendments to Achieve Common Fair Value Measurement

and Disclosure Requirements in U.S GAAP and IFRS ASU 2011-04 was issued to achieve common fair value

measurement and disclosure requirements between U.S GAAP and International Financial Reporting Standards

ASU 2011-04 amends current fair value measurement and disclosure guidance to include increased transparency

around valuation inputs and investment categorization ASU 2011-04 was effective for fiscal years and interim

periods beginning after December 15 2011 Our adoption of ASU 2011-04 in the first quarter of 2012 did not

have material impact on our financial position results of operations or cash flows

In June 2011 the FASB issued ASU No 2011-05 Presentation of Comprehensive Income ASU 201 1-05

allows an entity to have the option to present the total of comprehensive income the components of net income

and the components of other comprehensive income either in one continuous statement of comprehensive income

or in two separate but consecutive statements ASU No 2011-05 does not change the items that must be reported

in other comprehensive income when an item of other comprehensive income must be reclassified to net income

the requirement to disclose the tax effect for each component of other comprehensive income or how earnings

per share is calculated or presented ASU 2011-05 was effective for fiscal years and interim periods beginning

after December 15 2011 In November 2011 the Board decided to defer the effective date of certain changes

related to the presentation of reclassification adjustments Our adoption of ASU 20 11-05 in the first quarter of

2012 impacted our financial statement presentation only and did not have material impact on our financial

position results of operation or cash flows

Accounting Pronouncements Not Yet Effective

In July 2012 the FASB issued ASU No 2012-02 IntangiblesGoodwill and Other Topic 350 Testing

Indefinite-Lived Intangible Assets for Impairment ASU 2012-02 allows an entity to first assess qualitative

factors to determine whether it is
necessary to perform the quantitative impairment test for indefinite-lived

intangible assets An organization that elects to perform qualitative assessment no longer is required to perform

the quantitative impairment test for an indefinite-lived intangible asset if it is more likely than not that the asset is

impaired The ASU which applies to all public private and not-for-profit organizations is effective for annual

and interim impairment tests performed for fiscal years beginning after September 15 2012 We do not believe

our adoption of ASU 2012-02 in the first quarter of 2013 will have material impact Ofl our financial position

results of operations or cash flows
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Reclassifications

We have reclassified certain results from the prior year to be consistent with our current year presentation The

reclassifications included in our Consolidated Statements of Comprehensive Income were as follows

Presentation of the components of other comprehensive income before related tax effects with one

amount shown for the aggregate income tax effect and

Separate presentation of income or loss from equity method investments

These reclassifications had no effect on our consolidated financial position results of operations or cash flows

Revision of Previously Issued Financial Statements

During the second quarter of 2012 we identified $17.1 million adjustment related to the 2009 disposition of our

entertainment services business The adjustment was determined to be an immaterial error in the calculation of

worthless stock deduction which resulted in an overstatement of our noncurrent deferred income tax asset and

income from discontinued operations net of tax in our 2009 year-end financial statements We concluded that

the error was not material to any of our prior period financial statements under the guidance of SEC Staff

Accounting Bulletin SAB No 99 Materiality primarily because it does not impact any
known trends we

consider meaningful Although the error was and continues to be immaterial to prior periods because of the

significance of the out-of-period correction in the second quarter of 2012 we applied the guidance of SAB

No 108 Considering the Effects of Prior Year Misstatements when Quantifying Misstatements in the Current

Year Financial Statements and revised our prior period financial statements

In addition to decrease of $17.1 million in our retained earnings on March 31 2012 and December 31 2011

we have revised our 2009 year-end financial statements in the following tables

Dollars in thousands

Noncurrent deferred income tax assets

Total assets

Retained earnings

Total equity

Total liabilities and stockholders equity

Dollars in thousands except per share data

Income loss from discontinued operation net of

tax

Basic earnings loss per share

Continuing operations

Discontinued operations

Basic earnings loss per share

Diluted earnings loss per share

Continuing operations

Discontinued operations

Diluted earnings loss per share

December 31 2009

As Reported Adjustment As Revised

99195 $17113 82082

$1222799 $17113 $1205686

50971 $17113 33858

412391 $17113 395278

$1222799 $17ll3 $1205686

Year Ended December 312009

As Reported Adjustment As Revised

$13577 $17113 $3536

1.33 1.33

0.45 0.56 0.11

1.78 0.56 1.22

1.31 1.31

0.45 0.56 0.11

1.76 0.56 1.20
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NOTE BUSINESS COMBINATION

On June 22 2012 Redbox and NCR Corporation NCR completed the transactions contemplated by the Asset

Purchase Agreement dated as of February 2012 as amended by and between Redbox and NCR the NCR
Agreement Pursuant to the Agreement Redbox acquired certain assets of NCR related to NCRs self-service

entertainment DVD kiosk business the NCR Asset Acquisition The purchased assets include among others

self-service DVD kiosks content library intellectual
property and certain related contracts including with

certain retailers In consideration Redbox paid NCR $100.0 million in cash and assumed certain liabilities of

NCR related to the purchased assets In connection with the NCR Asset Acquisition Coinstar and NCR entered

into manufacturing and services agreement pursuant to which Coinstar Redbox or an affiliate will purchase

goods and services from NCR for period of five years from June 22 2012 At the end of the five-year period if

the aggregate amount paid in margin to NCR for goods and services delivered equals less than $25.0 million

Coinstar will pay NCR the difference between such aggregate amount and $25.0 million We expect such margin

will be fully utilized over the five year period by our purchases of goods and services from NCR at fair market

value In addition Redbox and NCR entered into transition services agreement pursuant to which Redbox and

NCR provides certain transition services to one another relating to the operation of the purchased DVD kiosks for

period of one year from the agreement date

We accounted for the NCR Asset Acquisition as business combination Costs related to the NCR Asset

Acquisition of approximately $3.2 million were expensed during 2012 and are included within general and

administrative
expenses in our Consolidated Statements of Comprehensive Income The NCR Asset Acquisition

allows us to expand our footprint to new retail partners and provides other strategic benefits The operating

results of NCRs self-service entertainment DVD kiosk business are included in our Redbox segment results

The purchase price is preliminarily allocated based on the fair value of the assets acquired and liabilities assumed

at the NCR Asset Acquisition date as follows

June 22
Dollars in thousands 2012

Assets acquired

Content library 4330

Prepaid expenses 240

Defened income taxes 1500

Property and equipment 9130

Intangible assets 46960
Goodwill 42110

Total assets acquired 104270

Liabilities assumed

Accrued liabilities 4270

Total consideration paid in cash $100000

Goodwill of $42.1 million attributable primarily to the future expected synergies and operational efficiencies as

well as market expansion has been assigned to our Redbox segment The majority of the goodwill is deductible

for tax purposes The measurement period for purchase price allocation ends as soon as information regarding the

assessment of the quality and quantity of the kiosks and certain facts as well as circumstances becomes available

such measurement period will not exceed twelve months Adjustments in the purchase price allocation may
require recasting the amounts allocated to goodwill retroactively to the period in which the NCR Asset

Acquisition occurred
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We have preliminarily estimated the fair value of the acquired identifiable intangible assets based on the

forecasted future cash flows discounted at rate of approximately 11% portion of the purchase price is

allocated to the following identifiable intangible assets

Estimated

Purchase Useful Life

Dollars in thousands Price in Years

Intangible assets

Retailer relationships
$40000 10

Patents 6300

Trademark and trade name 500

Internal use software 160

Total $46960

The estimated weighted-average useful life of the acquired identifiable intangible assets is 9.60 years

Based on the identified intangible assets recorded as of the closing date and assuming no subsequent impairment

of the underlying assets the 2012 actual and annual estimates thereafter of the aggregate amortization expense

are as follows

Amortization

Dollars in thousands Expense

2012 July through December 2790

2013 5052

2014 4788

2015 4788

2016 4788

2017 4788

Thereafter 19966

Total $46960

We began the amortization of the acquired intangible assets in the third quarter of 2012

The following table shows the revenue and operating loss included in our Consolidated Statements of

Comprehensive Income resulting from the acquired NCR kiosks since the closing date

Year Ended

Dollars in thousands December 312012

Revenue 21971

Operating loss $14549
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Pro forma information

The following unaudited
pro

forma information
represents the results of operations for Coinstar Inc and

includes the self-service entertainment DVD kiosk business acquired from NCR as if the NCR Asset Acquisition

was consummated as of January 2011 There are no material non-recurring pro forma adjustments and the pro

forma information may differ from actual results

Dollars in thousands Year Ended December 31

2012 2011

Revenue $2248148 $1959686

Net income from continuing operations 138790 93651

Earnings per share from continuing operations

Basic 4.58 3.07

Diluted 4.31 2.94

NOTE PROPERTY AND EQUIPMENT
Dollars in thousands Deember 31

2012 2011

Kiosks and components $1026989 887237

Computers servers and software 195756 123766

Office furniture and equipment 6538 4791

Vehicles 7278 9077

Leasehold improvements 19743 14673

Property and equipment at cost 1256304 1039544

Accumulated depreciation and amortization 684946 540366

Property and equipment net 571358 499178

During the third quarter of 2012 we evaluated the company-wide strategy for our common kiosk platform

project As result we updated our objective and direction for our software development plans and adjusted our

internal use software projects portion of our capitalized internal-use software in the amount of $2.5 million

was expensed and included in the Depreciation and Other line item within our Consolidated Statements of

Comprehensive Income

NOTE EQUITY METHOD INVESTMENTS AND RELATED PARTY TRANSACTIONS

Redbox InstantTM by Verizon

In February 2012 Redbox and Verizon Ventures IV LLC Verizon wholly owned subsidiary of Verizon

Communications Inc entered into Limited Liability Company Agreement the LLC Agreement and related

arrangements The LLC Agreement governs the relationship of the parties with respect to joint venture Redbox

Instant by Verizon the Joint Venture formed for the primary purpose of developing launching marketing and

operating nationwide over-the-top video distribution service to provide consumers with access to video

programming content including linear content delivered via broadband networks to video enabled viewing

devices and offering rental of physical DVDs and Blu-ray Discs from Redbox kiosks Redbox initially acquired

35.0% ownership interest in the Joint Venture and made an initial capital contribution of $14.0 million in cash in

February 2012 subsequent to the formation of the Joint Venture The Joint Venture board of managers may

request each member to make additional capital contributions on pro rata basis relative to its respective

ownership interest If member does not make any or all of its requested capital contributions as the case may
be the other contributing member generally may make such capital contributions So long as Redbox contributes

its pro rata share of the first $450.0 million of capital contributions to the Joint Venture Redbox interest cannot

be diluted below 10.0% During the third quarter of 2012 at the request of the Joint Venture board of managers

Redbox made cash payment of $10.5 million representing its pro-rata share of the requested capital

contribution
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En addition to the initial cash capital contribution Redbox granted the Joint Venture limited non-exclusive

non-transferable royalty-free right and license to use certain Redbox trademarks of which the preliminary

estimated fair value was approximately $30.0 million based on an evaluation of information available as of the

date of the grant As result we recognized gain of $19.5 million related to the pro-rata amount of fair value

given up in exchange for our 35.0% interest in the Joint Venture See Note 18 Fair Value for additional

information about how we estimated the fair value of the Redbox trademarks The initial excess of our cost of the

investment in the Joint Venture over our share of the Joint Ventures equity will be used to adjust future

amortization expense

Redboxs ownership interest in the Joint Venture will be accounted for using the equity method of accounting

During the first quarter of 2012 the transaction related costs of $4.4 million were recorded as part of the equity

investment in the Joint Venture We recognized loss of approximately $22.5 million from our equity method

investment representing our share of the Joint Ventures operating results as well as the amortization of

differences in carrying amount and underlying equity for the twelve month periods ended December 31 2012

Redbox has certain rights to cause Verizon to acquire Redboxs interest in the Joint Venture at fair value

generally following the fifth anniversary of the LLC Agreement or in limited circumstances at an earlier period

of time and Verizon has certain rights to acquire Redboxs interest in the Joint Venture at fair value generally

following the seventh anniversary of the LLC Agreement or in limited circumstances the fifth anniversary of

the LLC Agreement

Other Equity Method Investments

We make strategic equity investments in external companies that provide automated self-service kiosk solutions

During the first quarter of 2012 we increased our ownership percentage in ecoATM Inc ecoATM through

the purchase of $10.0 million in series preferred stock EcoATM operates automated self-service kiosks that

evaluate and buy-back used electronics directly from consumers for cash

Our equity method investments and ownership percentages as of December 31 2012 were as follows

Equity Ownership

Dollars in thousands Investment Percentage

Redbox Instant by Verizon $25845 35%

Other equity investments 13294 11% 26%

Equity method investments $39139

Income loss from Equity Method Investments

Income loss from equity method investments within our Consolidated Statements of Comprehensive Income is

composed of the following

Dollars in thousands Year Ended December 31

2012 2011 2010

Trademark gain 19500

Proportionate share of net loss of equity method investees 22415 1591
Amortization of differences in carrying amount and underlying equity 2269

Total loss from equity method investments 5184 $1591
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Related Party Transactions

At December 31 2012 included within accounts receivable net of allowance on our Consolidated Balance

Sheets was $0.9 million due from the Joint Venture related to costs incurred by Redhox on behalf of the Joint

Venture during the normal course of business

NOTE GOODWILL AND OTHER INTANGIBLE ASSETS

Goodwill

The carrying amount of goodwill was as follows

Dollars in thousands December 31

2012 2011

Goodwill $267750 $267750

Goodwill from NCR Asset Acquisition 42110

Total goodwill $309860 $267750

Goodwill by Segment

The carrying amount of goodwill by segment was as follows

Dollars in thousands December 31

2012 2011

Redbox $153509 $111399

Coin 156351 156351

New Ventures

Total goodwill $309860 $267750

The increase in goodwill of $42.1 million in 2012 was attributable to the NCR Asset Acquisition This increase

primarily represents the future expected synergies and operational efficiencies as well as market expansion for

our Redbox segment and has been assigned to our Redbox segment The majority of such goodwill was

deductible for tax purposes The measurement period for purchase price allocation will end as soon as

information regarding the assessment of the quality and quantity of the kiosks and certain facts as well as

circumstances becomes available such measurement period will not exceed twelve months Adjustments in the

purchase price allocation may require recasting the amounts allocated to goodwill retroactively to the period in

which the NCR Asset Acquisition occurred

We elected to by-pass the qualitative assessment and performed the annual goodwill impairment test based on

quantitative analysis as of November 30 2012 We estimated the fair value of our reporting units using both the

income and market approaches Our estimates of fair value can change significantly based on factors such as

revenue growth rates profit margins discount rates market conditions market prices and changes in business

strategies As the estimated fair value of each reporting unit exceeded its respective carrying value there was no

goodwill impairment in 2012
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Other Intangible Assets

The gross amount of our other intangible assets and the related accumulated amortization were as follows

Dollars in thousands
Amortization

December 31

Period 2012 2011

Retailer relationships 5-10 years 53344 $13344

Accumulated amortization 11518 7062

41826 6282

Other 1-40 years 9404 1890

Accumulated amortization 2261 1339

7143 551

Intangible assets net 48969 6833

Amortization expense was as follows

Dollars in thousands Year Ended December 31

2012 2011 2010

Retailer relationships $4456 $2457 $3022

Other 922 283 283

Total amortization of intangible assets $5378 $2740 $3305

Expected future amortization is as follows

Retailer

Dollars in thousands Relationships Other

2013 6250 $1234

2014 5432 970

2015 4012 940

2016 4012 828

2017 4012 806

Thereafter 18108 2365

Total expected amortization $41826 $7143

NOTE OTHER ACCRUED LIABILITIES

Other accrued liabilities consist of the following

Dollars in thousands December 31

2012 2011

Payroll related expenses
39469 37498

Procurement cost for content library 36436 36031

Business taxes 23301 21613

Insurance 8714 4172

Professional fees 4822 4816

Service contract provider expenses 3560 6525

Deferred rent expense 3191 3794

Accrued interest expense 1450 6192

Income tax payable
826 2876

Other 24356 25479

Total other accrued liabilities $146125 $148996
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NOTE DEBT AND OTHER LONG-TERM LIABILITIES

As of December 312012
Dollars in thousands

Term loan

Convertible debt

Redbox rollout agreement

Asset retirement obligations

Other long-term liabilities

_______ ________ ________

Total

As of December 312011
Dollars in thousands

Term loan

Convertible debt

Redbox rollout agreement

Asset retirement obligations

Other long-term liabilities

_______ ________ ________

Total
______

On July 15 2011 we entered into Second Amended and Restated Credit Agreement the Credit Facility

providing for senior secured revolving credit facility and senior secured term loan facility which replaced our

prior credit facility which consisted of revolving line of credit The Credit Facility provides for five-year

$175.0 million term loan and $450.0 million revolving line of credit Subject to additional commitments from

lenders we have the option to increase the aggregate facility size by $250.0 million which can be comprised of

additional term loans and revolving line of credit On July 15 2011 we borrowed $175.0 million under the

term loan facility portion of which was utilized to pay down the revolving line of credit balance under the prior

credit facility of $120.0 million Financing fees of $5.1 million related to the Credit Facility were included within

other long-term assets on our Consolidated Balance Sheets and are being amortized over the 5-year life of the

Credit Facility Such costs are amortized on straight-line basis which approximates the effective interest

method

The Credit Facility matures on July 15 2016 at which time all outstanding borrowings must be repaid The term

loan is subject to mandatory debt repayments of the outstanding borrowings We made principal payments of

$10.9 million and $4.4 million respectively on the term loan in 2012 and 2011 The fbllowing is the term loan

repayment schedule

Dollar in Thousand Repayment Amount

Amountpaidin2olland2ol2 15313

2013 15312

2014 19687

2015 21875

2016 102813

Total Term Loan $175000

Our obligations under the Credit Facility are secured by first priority security interest in substantially all of our

assets and the assets of our domestic subsidiaries as well as pledge of substantial portion of our subsidiaries

capital stock

Debt and Other Liabilities

Current Long-term Total

$15312 $144375 $159687

172810 172810

217 220

14020 14020

9971 9971

$15529 $341179 $356708

Debt and Other Liabilities

Current Long-term Total

$10938 $159687 $170625

179697 179697

3048 220 3268

8841 8841

10843 10843

$13986 $359288 $373274

Revolving Line of Credit and Term Loan
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Subject to applicable conditions we may elect interest rates on our revolving borrowings calculated by reference

to the British Bankers Association LIBOR rate LIBOR Rate fixed for given interest periods or ii Bank of

Americas prime rate or if greater the average rate on overnight federal funds plus one half of one percent or

the LIBOR Rate plus one percent the Base Rate plus the margin determined by our consolidated net

leverage ratio For borrowings made under the LIBOR Rate the margin ranges from 125 to 200 basis points

while for borrowing made under the Base Rate the margin ranges
from 25 to 100 basis points In 2012 the

applicable LIBOR Rate margin was fixed at 125 basis points and the applicable Base Rate margin was fixed at 25

basis points The interest rate on amounts outstanding under the term loan at December 31 2012 was 1.46%

The Credit Facility contains standard negative covenants and restrictions on actions including without limitation

restrictions on indebtedness liens fundamental changes or dispositions of our assets payments of dividends

capital expenditures investments and mergers dispositions and acquisitions among other restrictions In

addition the Credit Facility requires that we meet certain financial covenants ratios and tests including

maintaining maximum consolidated net leverage ratio and minimum interest coverage ratio as defined in the

Credit Facility As of December 31 2012 we were in compliance with the covenants of the Credit Facility

Convertible Debt

The aggregate outstanding principal of our 4.0% Convertible Senior Notes the Notes was $185.0 million on

December 31 2012 The Notes bear interest at fixed rate of 4% per annum payable semi-annually in arrears on

each March and September and mature on September 2014 The effective interest rate at issuance was

8.5% As of December 31 2012 we were in compliance with all covenants

The Notes become convertible the Conversion Event when the closing price of our common stock exceeds

$52.38 130% of the Notes conversion price for at least 20 trading days during the 30 consecutive trading days

prior to each quarter-end date If the Notes become convertible and should the Note holders elect to convert we

will be required to pay them up to the full face value of the Notes in cash as well as deliver shares of our

common stock for any excess conversion value The number of potentially issued shares increases as the market

price of our common stock increases As of March 31 2012 and June 30 2012 such early conversion event was

met Certain Notes were submitted for conversion in the second and the third quarter
of 2012 and settled in

accordance with the terms of the indenture governing the Notes The loss from such early conversion event was

inconsequential In the fourth quarter of 2012 we repurchased 15000 Notes or $15 million in face value of Notes

for $20.7 million including the accrued interest of $0.2 million in cash The loss from early extinguishment of

these Notes was approximately $1.0 million As of December 31 2012 the Conversion Event was not met and

the Notes remained classified as long-term liability on our Consolidated Balance Sheets

The following interest expense was recorded related to the Notes

Dollars in thousands Year Ended December 31

2012 2011 2010

Contractual interest expense
8000 8000 8000

Amortization of debt discount 7109 6551 6037

Total interest expense related to the Notes $15109 $14551 $14037

The remaining unamortized debt discount is expected to be recognized as non-cash interest expense as follows

in thousands

Non-cash

Interest

Year Expense

2013 7134

2014 5039

Total unamortized discount $12173
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Redbox Rollout Agreement

In November 2006 our Redbox subsidiary and McDonalds USA entered into Rollout Purchase License and

Service Agreement the Rollout Agreement giving McDonalds USA and its franchisees and franchise

marketing cooperatives the right to purchase DVD rental kiosks to be located at selected McDonalds restaurant

sites for which Redbox subsequently received proceeds The proceeds under the Rollout Agreement are classified

as debt and the interest rate is based on similar rates that Redbox has with its kiosk sale-leaseback transactions

The payments made to McDonalds USA over the contractual term of the Rollout Agreement will reduce the

accrued interest liability and principal The future payments made under this Rollout Agreement contain

minimum annual payment as well as the variable payouts based on the license fee earned by McDonalds USA
and its franchisees through the term of the agreement The following is the summary in relation to the rollout

agreement The contractual term for the payments made to McDonalds USA under the Rollout Agreement is

five years and the minimum annual payment amount in 2012 was $0.4 million

Expiration dates within the Rollout Agreement began in December 2011 and continue through November 2013

Any unpaid debt balance under the Rollout Agreement as well as related accrued interest was released upon

expiration and recognized in interest expense net in our Consolidated Statement of Net Income

Asset Retirement Obligation

We have entered into agreements with our partners to place kiosks in their stores Upon contract terminations we

are obligated to remove the kiosks from the store locations and accordingly we recognize the estimated fair

value of the liability under the long-term section of our liabilities in our Consolidated Balance Sheets

Other Long-Term Liabilities

Included in other long-term liabilities were primarily tenant improvements related to our office building

renovation in Oakbrook Terrace Illinois and Bellevue Washington as well as the related unrecognized tax

benefits as follows

Dollars in thousands lecember 31

2012 2011

Tenant improvement and deferred rent $8721 9269

Unrecognized tax benefit 1250 1574

Total other long-term liabilities $9971 $10843

NOTE REPURCHASES OF COMMON STOCK

Board Authorization

The following table presents summary of our authorized stock repurchase balance

Board
Dollars in thousands Authorization

Authorized repurchaseJanuary 2012 $264398

Proceeds from the exercise of stock options 8966

Repurchase of common stock from open market 64724
Repurchase from Accelerated Stock Repurchase Agreement ASR

Agreement 75000

Authorized repurchaseDecember 31 2012 $133640
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The following repurchases were made during the past three years dollars in thousands except per share price

Average Total

of shares Price Purchase

Year Ended December 31 Repurchased per Share Price

2010 1072037 $45.94 49245

2011 1374036 46.10 63349

2012 2799115 49.92 139724

Total 5245188 $252318

Repurchased shares become part of treasury stock The shares tendered for tax withholding on vesting of

restricted stock awards are excluded from the repurchase program approved by our Board

Board Authorization

On January 31 2013 our Board of Directors approved an additional repurchase program of up to $250.0 million

of our common stock plus the cash proceeds received from the exercise of stock options by our officers

directors and employees

Credit Facility Requirements

Under our Credit Facility we are permitted to repurchase shares of our common stock without limitation

provided that we are in compliance with certain covenants required under the terms of the Credit Facility See

Note Debt and Other Long-Term Liabilities for additional information about the terms of the Credit Facility

ASR Agreement

On November 2012 we entered into an ASR Agreement with Morgan Stanley Co at notional amount of

$75.0 million The ASR Agreement was concluded on December 28 2012 The total number of shares received

under the ASR Agreement was determined based on the arithmetic mean of the daily volume weighted average

price of our common stock minus discount over the term of the ASR Agreement

Shares

Share repurchase and amounts in thousands Delivered

Total Shares delivered from ASR program
1539

Average price per share less discount 48.74

Total Repurchase amount from ASR program $75000

As the ASR Agreement was concluded the total shares received were recorded as treasury shares resulting in

reduction of shares for our earnings per
share calculations

NOTE 10 SHARE-BASED PAYMENTS

We currently grant share-based awards to our employees non-employee directors and consultants under our 2011

Incentive Plan the Plan The Plan permit the granting of stock options restricted stock restricted stock units

and performance-based
restricted stock

The following is the summary of grant information

December 31

Shares in thousands 2012

Unissued common stock reserved for issuance under all plans 2282

Shares available for future grants
1613
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Certain information regarding our share-based payments is as follows

Dollars in thousands except per share data Year Ended December 31

2012 2011 2010

Share-based payments expense

Share-based compensationstock options 2654 2880 3137
Share-based compensationrestricted stock 10593 7100 5608
Share-based payments for content arrangements 6115 6231 7271

Total share-based payments expense $19362 $16211 $16016

Tax benefit on share-based payments expense 7246 5944 5817
Per share weighted average grant date fair value of stock options granted 27.24 20.67 15.38

Per share weighted average grant date fair value of restricted stock granted 55.94 45.86 33.34

Total intrinsic value of stock options exercised $10509 2291 $27622

Grant date fair value of restricted stock vested $11648 5132 $12456

Dollars in thousand December 312012

Unrecognized Share-Based Weighted-Average

Payments Expense Remaining Life

Unrecognized share-based payments expense

Share-based compensationstock options 2726 1.5 years

Share-based compensationrestricted stock 16236 2.2 years

Share-based payments for content arrangements 3308 1.9 years

Total unrecognized share-based payments expense $22270

Share-Based Compensation

Stock options

Shares of common stock are issued upon exercise of stock options Certain other information regarding our

stock-based awards is as follows

Beginning in February 2010 stock options are granted only to our executives and non-employee

directors

Options granted after February 2010 vest annually in equal installments over years and expire after

10 years

Prior to February 2010 options granted to our executives and employees vest annually in equal

installments over years and expire after either or 10 years depending on the grant date options

granted to our non-employee directors vest in equal monthly installments and expire after 10 years

The following table summarizes the weighted average valuation assumptions used in the Black-Scholes-Merton

Valuation model for stock options granted

Year Ended December 31

2012 2011 2010

Expected term in years 7.3 7.3 7.3

Expected stock price volatility 44% 43% 43%

Risk-free interest rate 1.6% 2.8% 2.4%

Expected dividend yield 0.0% 0.0% 0.0%

The expected term of the options represents the estimated period of time from grant until exercise and

is based on historical experience of similar awards giving consideration to the contractual terms

vesting schedules and expectations of future employee behavior
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Expected stock price volatility is based on historical volatility of our stock for period at least equal to

the expected term

The risk-free interest rate is based on the implied yield available on U.S Treasury zero-coupon issues

with an equivalent expected term

We have not paid dividends in the past and currently do not plan to pay dividends in the foreseeable

future

The following table presents summary of stock option activity for 2012

Weighted

Average

Shares in thousands Options Exercise Price

OUTSTANDING December 31 2011 988 $30.77

Granted
88 57.24

Exercised 382 29.11

Cancelled expired or forfeited 25 40.25

OUTSTANDING December 31 2012 669 $34.86

Certain information regarding stock options outstanding as of December 31 2012 is as follows

Options Options

Shares and intrinsic value in thousands Outstanding Exercisable

Number 669 384

Weighted average per share exercise price
34.86 $31.21

Aggregate intrinsic value $11910 $8046

Weighted average remaining contractual term in years 3.74 2.37

Restricted stock awards

Restricted stock awards are granted to eligible employees including executives and non-employee directors

Awards granted to employees and executives vest annually in equal installments over four years Non-employee

director awards vest one year after the grant date Performance-based restricted stock awards are granted to

executives only with established performance criteria approved by the Compensation Committee of the Board of

Directors once earned and vest in equal installments over three years from the date of grant The restricted

shares require no payment from the grantee The fair value of the awards is based on the market price on the

grant date and is recognized on straight-line basis over the vesting period or based on achieving performance

conditions

The following table presents summary of restricted stock award activity for 2012

Weighted

Average
Restricted Grant Date

Shares in thousands Stock Awards Fair Value

NON-VESTED December 31 2011 527 $40.44

Granted 350 55.94

Vested 195 38.72

Forfeited 78 48.63

NON-VESTED December 31 2012 604 $48.95
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Share-Based Payments for Content Arrangements

We granted restricted stock as part of content license agreements with certain movie studios The
expense related

to these agreements is included within direct operating expenses in our Consolidated Statements of Net Income

and is adjusted based on the number of unvested shares and market price of our common stock each reporting

period During 2010 and 2009 we entered into agreements with SPHE Scan Based Trading Corporation Sony
and Paramount Home Entertainment Inc Paramount

During the third quarters of 2011 and 2012 our agreement with Sony was amended The amendments primarily

consist of

the scheduled vesting of certain shares of restricted stock was extended from August 2011 to

August 2012

the number of weeks we can offer Sony content in our kiosks was extended from 26 weeks to 52

weeks In addition

Sony waived its termination right to end its DVD licensing arrangement with Redbox at the end of

September 2012 and gave Redbox the option to license Blu-ray DVD product as part of the

arrangement and

Sony received at its sole discretion the option for two one-year extensions following the initial five-

year agreement term which was scheduled to end in September 2014

During the fourth quarter of 2011 we entered into an amendment to the revenue sharing license agreement with

Paramount which provided among other things that

Paramount waived its current termination right to end the licensing arrangement at the end of 2011

Paramount received at its sole discretion the option for two one-year extensions following the initial

five-year agreement term which ends at the end of 2014 each exercised extension would provide for

grant of 50000 shares of restricted stock vesting at the beginning of each extension

the content license period was extended from 26 weeks to 52 weeks and

Paramount was granted 100000 shares of restricted stock which will vest according to the vesting

schedule of the current restricted stock purchase agreement with Paramount

Information related to the shares of restricted stock granted as part of these agreements as of December 31 2012

is as follows

Remaining
Granted Vested Unvested Vesting Period

Sony 193348 116009 77339 1.6 years

Paramount 300000 105000 195000 2.0 years

Total 493348 221009 272339

NOTE 11 INCOME TAXES

Components of Income Taxes

The components of incomeloss from continuing operations before income taxes were as follows

Dollars in thousands Year Ended December 31

2012 2011 2010

U.S operations $246048 $180084 $106653

Foreign operations 4302 4644 2273

Total income from continuing operations before income

taxes $241746 $184728 $108926
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Components of Income Tax Expense

The components of income tax expense were as follows

Dollars in thousands

Current

State and local

Foreign

Total current

Deferred

U.S Federal

State and local

Foreign

Total deferred

Total income tax expense

The income tax expense differs from the amount that would result by applying the U.S statutory rate to income

before income taxes as follows

U.S Federal tax expense at statutory rates

State income taxes net of federal benefit

Federal and state credits

Other

Unrecognized Tax Benefits

The aggregate changes in the balance of unrecognized tax benefits were as follows

Dollars in thousands

Balance beginning of the year

Additions based on tax positions related to the current year

Additions for tax positions related to prior years

Reductions for tax positions related to prior years

Reductions from lapse of applicable statute of limitations

Settlements

Balance end of year

At December 31 2012 the unrecognized tax benefits were primarily related to RD credit and income/expense

recognition all of which would have an effect on our effective tax rate if recognized It was not necessary to

accrue interest and penalties associated with the uncertain tax positions identified because operating losses and

tax credit carryforwards were sufficient to offset all unrecognized tax benefits

Year Ended December 31

2012 2011 2010

3936 9326 1003

375 634

3943 9701 1637

81549 58858 36957

7545 580 4703

1521 638 265

87573 60076 41395

$91516 $69777 $43032

Rate Reconciliation

2012

35.0%

4.0%

0.8%
0.3%

Effective tax rate
37.9%

Year Ended December 31

2011 2010

35.0% 35.0%

4.3% 3.5%

0.6%

0.9% 1.0%

37.8% 39.5%

Year ended December 31

2012 2011 2010

$2455 $1821 $1800

315 70

251 420

71 39
252 10

101

$2383 $2455 $1821
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Tax Years Open for Examination

As of December 31 2012 for our major tax jurisdictions the years 2009 and 2011 were open for examination by

U.S Federal and most state tax authorities Additionally the years 2002 to 2008 are subject to examination to

the extent that net operating loss and income tax credit carryforwards from those
years were utilized in 2009 and

later years

As of December 31 2012
Jurisdiction Open Tax Years

U.s 2002 through 2011

Deferred Income Taxes

Deferred income tax assets and liabilities reflect the net tax effects of temporary differences between the carrying

amounts of assets and liabilities for financial reporting purposes and the carrying amounts used for income tax

purposes Future tax benefits for net operating loss and tax credit carryforwards are also recognized to the extent

that realization of such benefits is more likely than not

In determining our tax provisions management determined the deferred tax assets and liabilities for each

separate tax jurisdiction and considered number of factors including the positive and negative evidence

regarding the realization of our deferred tax assets to determine whether valuation allowance should be

recognized with respect to our deferred tax assets As of December 31 2012 valuation allowance was not

necessary as positive evidence outweighed negative evidence that those deferred tax assets were more likely than

not to be realized

Significant components of our deferred tax assets and liabilities and the net increase decrease in the valuation

allowance were as follows Tax loss carryforwards for 2011 have been revised to reflect an adjustment identified

related to 2009 See the Revision of Previously Issued Financial Statements section of Note Summary of

Significant Accounting Policies for more information

Dollars in thousands December 31

2012 2011

Deferred tax assets

Income tax loss carryforwards 20356 65006
Credit carryforwards 9226 6372
Accrued liabilities and allowances 18455 21628
Stock-based compensation 12783 7953

Intangible assets 14004 24316
Other 6175 3490

Total deferred tax assets 80999 128765

Deferred tax liabilities

Property and equipment 115381 123947
Product costs 36837
Investment basis 6906
Convertible debt interest 5066 7783

Total deferred tax liabilities 164190 131730

Net deferred tax liabilities 83191 2965
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Change in Valuation Allowance

Dollars in thousands Year Ended December 31

2012 2011 2010

Decrease in valuation allowance $8947 $982

Deferred Tax Assets Relating to Income Tax Loss Carryforwards

Our deferred tax assets relating to income tax loss carryforwards and expiration periods are summarized as

below

Dollars in thousands
December 31 2012

Federal State Foreign

Net operating loss carryforwards 49705 62839 $3135

Deferred tax assets related to net operating loss

carryforwards
17397 2133 826

Years that net operating loss carryforwards will

expire between 2024 and 2030 2016 and 2030 2033

Based upon our projections for future taxable income over the periods in which the deferred tax assets are

deductible we believe it is more likely than not that we will realize the benefits of these deductible differences

U.S Federal Tax Credits and Expiration Periods

The following is the information pertaining to our U.S federal tax credits as well as the expiration periods

Dollars in thousands
December 31 2012

Amount Expiration

U.S Federal tax credits

Foreign tax credits $2380 2015 to 2023

Research and development tax credits 4024 2013 to 2032

Other general business tax credits 197 2032

Alternative minimum tax credits 728 Do not expire

Illinois state tax credits 1562 2015 to 2017

California U.S Federal and State tax credits 335 Do not expire

Total U.S Federal tax credits $9226

On January 2013 the President signed H.R the American Taxpayer Relief Act of 2012 which retroactively

extended number of tax deductions and credits that otherwise would have expired including the research and

development credit If this legislation had been enacted in 2012 the Company would have reported research

and development credit in its deferred tax assets

We did not provide for U.S income taxes on undistnbuted earnings of foreign operations because they were

considered permanently invested outside of the U.S Upon repatriation some of these earnings would generate

foreign tax credits which may reduce the U.S tax liability associated with any future foreign dividend At

December 31 2012 the cumulative amount of earnings upon which U.S income taxes have not been provided

was approximately $14.4 million
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NOTE 12 DISCONTINUED OPERATIONS AND SALE OF BUSINESS

Money Transfer Business the Money Transfer Business

On June 2011 we completed the sale transaction of the Money Transfer Business to Sigue Corporation

Sigue We received $19.5 million in cash and note receivable of $29.5 million the Sigue Note In

December 2011 as part of the sale transaction we were required to provide Sigue with an additional loan of

$4.0 million under terms consistent with the Sigue Note See Note 18 Fair Value for additional details about the

Sigue Note

We estimated the fair value of the Sigue Note at approximately $26.7 million which was based on the discounted

cash flows of the future note payments and was not an exit price based measure of fair value or the stated value

on the face of the Sigue Note The discount rate used in our fair value estimate was the market rate for similar

risk profile companies and represented our best estimate of default risk During 2012 we recognized $4.4 million

of interest income base on the imputed interest rate of the Sigue Note and received $2.0 million in interest

payments from Sigue based on the nominal interest rate of the Sigue note

On June 2011 the sold assets and liabilities of the Money Transfer Business primarily consisted of the

following in thousands

June
Dollars in thousands 2011

Cash and cash equivalents 57893
Accounts receivable net 33185

Other current assets 13560

Property plant and equipment net 4066
Goodwill intangible and other assets 8162

Total assets 116866

Accounts payable and payable to agents 65464
Accrued liabilities 13062

Total liabilities 78526

Net assets sold 38340

The net assets disposed represent the fair value less cost to sell the Money Transfer Business The loss on

disposal activities recognized in 2011 and 2010 was allocated to the asset disposal group including property

plant and equipment net intangible and other assets

Electronic Payment Business the E-Pay Business

On May 25 2010 we sold our subsidiaries
comprising the E-Pay Business to InComm Holdings Inc and

InComm Europe Limited collectively InComm for an aggregate purchase price of $40.0 million In addition

the purchase price was subject to post-closing net working capital adjustment in the amount of $0.5 million

which was finalized in October 2010 The disposed assets and liabilities consisted of the following

May 25
Dollars in thousands

2010

Current Assets $24862

Property plant and equipment net 2574
Goodwill intangible and other assets 11638

Total assets 39074

Current Liabilities 27717

Net assets Sold $11357
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Summary Financial Information

The disposition and operating results of the Money Transfer Business and the E-Pay Business are presented in

discontinued operations in our Consolidated Statements of Comprehensive Income for all periods presented The

continuing cash flows from the Money Transfer Business and the E-Pay Business after disposition were

insignificant

The following table sets forth the components of discontinued operations included in our Consolidated

Statements of Comprehensive Income

Dollars in thousands Year Ended December 31

2012 2011 2010

Revenue

Money Transfer Business 47716 95289

E-Pay Business
8732

Total revenue $47716 $104021

Pre-tax gain loss from discontinued operations

Money Transfer Business 654 11435

E-Pay Business 132

Total pre-tax gain loss from discontinued operations
654 11567

Gain loss on disposal activities

Money Transfer Business $1 1070 15606

E-Pay Business
12184

Total loss on disposal activities $1 1070 3422

Loss from discontinued operations before income tax $10416 14989

Income tax expense benefit 652 103

Loss from discontinued operations net of tax $1 1068 14886

Amount of goodwill and other intangible assets disposed 8037 9100

Cash generated from the sale of discontinued operations 8220 26617

Included in income tax expense
from discontinued operations in 2011 was $4.1 million related to the estimated

current value of worthless stock deduction taken in 2009 in connection with our divestiture of the

Entertainment Business which was sold in the third quarter of 2009
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NOTE 13 EARNINGS PER SHARE

Basic earnings per share EPS is computed by dividing the net income for the period by the weighted average

number of common shares outstanding during the period Diluted EPS is computed by dividing the net income

for the period by the weighted average
number of common and dilutive potential common shares outstanding

during the period

Net income used for calculating basic and diluted EPS is the same for all periods presented The following table

sets forth the computation of shares used for the basic and diluted EPS calculations

In thousands Year Ended December 31

2012 2011 2010

Weighted average shares used for basic EPS 30305 30520 31268
Dilutive effect of stock options and other share-based awards 598 609 489

Dilutive effect of convertible debt 1271 740 640

Weighted average shares used for diluted EPS 32174 31869 32397

Stock options and share-based awards not included in diluted EPS calculation

because their effect would be antidilutive 139 108 349

NOTE 14 OTHER COMPREHENSIVE INCOME

The following table presents the tax effects allocated to each component of other comprehensive income

Dollars in thousands Year Ended December 31 2012

Tax

Before-Tax Expense or Net-of-Tax

Amount Benefit Amount

Foreign currency translation adjustment 1048 1048

Other comprehensive income 1048 1048

Dollars in thousands Year Ended December 31 2011

Tax

Before-Tax Expense or Net-of-Tax

Amount Benefit Amount

Foreign currency translation adjustment 255 255
Reclassification of interest rate hedges to interest expense 896 349 547

Gain loss on short-term investment 20 13
Other comprehensive income 621 342 279

Dollars in thousands Year Ended December 31 2010

Tax

Before-Tax Expense or Net-of-Tax

Amount Benefit Amount

Foreign currency translation adjustment $1737 132 $l605
Reclassification of interest rate hedges to interest expense 4477 1746 2731

Gain loss on short-term investment 10

Other comprehensive income 2750 $1618 1132

NOTE 15 BUSINESS SEGMENTS AND ENTERPRISE-WIDE INFORMATION

Management including our chief operating decision maker who is our CEO evaluates the performances of our

business segments primarily on segment revenue and segment operating income from continuing operations

before depreciation amortization and other and share-based compensation granted to executives non-employee
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directors and employees segment operating income Segment operating income contains internally allocated

costs of our shared service support functions including corporate executive management business development

sales finance legal human resources information technology and risk management We also review

depreciation and amortization allocated to each segment Shared-based payments expense
related to share-based

compensation granted to executives non-employee directors and employees is not allocated to our segments and

is included in the corporate unallocated column in the analysis and reconciliation below however share-based

payments expense related to our content arrangements
with certain movie studios has been allocated to our

Redbox segment and is included within direct operating expenses Our performance evaluation does not include

segment assets

During the second quarter of 2012 we completed the NCR Asset Acquisition The assets acquired and liabilities

assumed as well as the results of operations are included in our Redbox segment See Note Business

Combination for additional information about the acquisition

Our analysis and reconciliation of our segment information to the consolidated financial statements that follows

covers our results from continuing operations which consists of our Redbox Coin and New Ventures segments

Unallocated general and administrative expenses relate to share-based compensation

In thousands

Year Ended December 31 2012 Redbox Coin
_________ __________ ___________

$1908773 $290761

1340899

20497

739

159885
________ ________ ________ __________

386753

148068
________ _______ ________ _________

238685

Revenue

Expenses

Direct operating

Marketing

Research and development

General and administrative

Segment operating income loss

Less depreciation and amortization

Operating income loss

Loss from equity method investments net

Interest expense net

Other net

Income loss from continuing operations before

income taxes

In thousands

Year Ended December 31 2011

New
Ventures

2509

5475

2134

8385

11999

25484

349

25833

Corporate
Unallocated

863

66

334

11984

13247

13247
5184

15648

180

155740

4938

4455

26367

99261

36108

63153

Total

$2202043

1502977

27635

13913

210235

447283

184525

262758

5184
15648

180

238685 63153 $25833 $34259 241746

Coin

$282382

New
Ventures

1392

Corporate

UnallocatedRedbox

$1561598

1134167

22041

74

120384

284932

115430

169502

Revenue

Expenses

Direct operating

Marketing

Research and development

General and administrative

Segment operating income loss

Less depreciation and amortization

Operating income loss

Loss from equity method investments net

Interest expense net

Other net

Income loss from continuing operations before

income taxes

3349

771

4623

10464

17815

866

18681

145362 473

6142 50

6542 318

23370
_______

9139

100966 9980
31922

69044 9980
1591

23822
256

Total

$1845372

1283351

29004

11557

163357

358103

148218

209885

1591
23822

256

169502 69044 $18681 $35l37 184728
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859774 138985

14231 9082

6159

94854 20060

5379

96317

29721

66596

1493

505

1037

5918

8223
3826

12049

2012

16.0%

16.0%

10.7%

2011

16.0%

17.5%

11.2%

Total

$1436421

1000941

23836

7437

128629

5379

270199

126992

143207

34705
424

2010

13.7%

19.6%

10.6%

Revenue is allocated to geographic locations based on the location of the kiosk Revenue by geographic location

was as follows in thousands

2012

975335

30884

$1006219

2011

$798840

17007

$815847

2010

$775208

19109

$794317

We
sponsor

defined contribution plan for our employees who satisfy certain age and service requirements Our

Redbox subsidiary also sponsors defined contribution plan to which new contributions were frozen effective

January 2010 Our contributions to these plans were $4.0 million $3.2 million and $2.8 million in 2012 2011

and 2010 respectively

In thousands

Year Ended December 312010 Redbox

$1159709

Coin

$275982

New
Ventures

730

Corporate

Unallocated

Revenue

Expenses

Direct operating

Marketing

Research and development

General and administrative

Litigation settlement

Segment operating income loss

Less depreciation and amortization

Operating income loss

Interest expense net

Other net

Income loss from continuing operations before

income taxes

Significant Retailer Relationships

190850

93445

97405

689

18

241

7797

8745

8745
34705

424

97405 66596 $12049 $43026 108926

Our Redbox and Coin kiosks are primarily located within retailers The following retailers accounted for 10% or

more of our consolidated revenue from continuing operations

Year Ended December 31

Waigreen Co

Wal-Mart Stores Inc

The Kroger Company

U.S

All other

Total revenue

Long-lived assets by geographic location were as follows in thousands

U.S

All other

Total long-lived assets

NOTE 16 RETIREMENT PLANS

Year Ended December 31

2012 2011 2010

$2157102 $1802350 $1395821

44941 43021 40600

$2202043 $1845371 $1436421

December 31
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NOTE 17 DERIVATIVE INSTRUMENTS

Interest Rate Swaps

Our interest rate swap agreement with Wells Fargo Bank to hedge against the variable-rate interest payments on

our revolving credit facility expired on March 20 2011 As of December 31 2012 we had no interest rate swaps

outstanding that were accounted for as cash flow hedges

The fair value of the interest rate swap as of December 31 2010 was liability of $896000 which was reversed

from comprehensive income and recognized as interest expense
in our Consolidated Statements of

Comprehensive Income in the first quarter of 2011

The effect of derivative instruments on our Consolidated Statements of Comprehensive Income was as follows

in thousands

Interest Rate Swap

Contract Year Ended

December 31

Derivatives in Cash Flow Hedging Relationship Dollars in thousands 2012 2011 2010

Effective portion of derivative gain recognized in OCT 896 4477

Effective portion of derivative loss reclassified from accumulated OCI to expense $889 $5553

NOTE 18 FAIR VALUE

Fair value is the price that would be received to sell an asset or paid to transfer liability an exit price in the

principal or most advantageous market for the asset or liability in an orderly transaction between market

participants on the measurement date To measure fair value we use three-tier valuation hierarchy based upon

observable and non-observable inputs

Level Observable inputs such as quoted prices in active markets for identical assets or liabilities

Level Inputs other than quoted prices that are observable for the asset or liability either directly or

indirectly these include quoted prices for similar assets or liabilities in active markets and quoted

prices for identical or similar assets or liabilities in markets that are not active or

Level Unobservable inputs that reflect the reporting entitys own assumptions

The factors or methodology used for valuing securities are not necessarily an indication of the risk associated

with investing in those securities

Assets and Liabilities Measured and Reported at Fair Value on Recurring Basis

The following table presents our financial assets and liabilities that are measured and reported at fair value in

our Consolidated Balance Sheets on recurring basis by level within the fair value hierarchy in thousands

Fair Value at December 31 2012 Level Level Level

Money market demand accounts and investment grade fixed income securities $60425

Fair Value at December 31 2011 Level Level Level

Money market demand accounts and investment grade fixed income securities $45363

Money Market Demand Accounts and Investment Grade Fixed Income Securities

We determine fair value for our money market demand accounts and investment grade fixed income securities

based on quoted market prices The fair value of these assets is included in cash and cash equivalents on our

Consolidated Balance Sheets

There were no changes to our valuation techniques in 2012
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Assets and Liabilities Measured and Reported at Fair Value on Nonrecurring Basis

We recognize or disclose the fair value of certain assets such as notes receivable and non-financial assets

primarily long-lived assets goodwill intangible assets and certain other assets in connection with impairment

evaluations All of our nonrecurring valuations use significant unobservable inputs and therefore fall under Level

of the fair value hierarchy

Trademarks License

During the first quarter of 2012 Redbox granted the Joint Venture limited non-exclusive non-transferable

royalty-free right and license to use certain Redbox trademarks The preliminary estimated fair value of the

trademarks was approximately $30.0 million as of the date of grant based on the relief-from-royalty method We
estimated the preliminary fair value using the information available on the grant date which consisted of the

expected future discounted and tax-effected cash flows attributable to the projected gross revenue stream of the

Joint Venture estimated market royalty rates of approximately 1.5% as well as discount rate of approximately

45.0% which reflected our view of the risks and uncertainties associated with an early development stage entity

See Note Equity Method Investments and Related Party Transactions

Notes Receivable

During 2011 we financed portion of the proceeds from the sale of our Money Transfer Business through note

receivable with Sigue the Sigue Note We estimated the fair value of the Sigue Note based on the future note

payments discounted at market rate for similar risk profile companies approximately 18.0% which reflected

our best estimate of default risk and was not an exit price based measure of fair value or the stated value on the

face of the Sigue Note We evaluate the Sigue Note for collectability on quarterly basis Based on our

evaluation at December 31 2012 an allowance for credit losses was not established We recognized interest

income on the Sigue Note on an accrual basis based on the imputed interest rate unless it is determined that

collection of all principal and interest is unlikely As of December 31 2012 the carrying value of the Sigue Note

approximated its estimated fair value and was reported in our Consolidated Balance Sheets See Note 12
Discontinued Operations and Sale of Business for additional information about the sale of our Money Transfer

Business

Long-Lived Assets Goodwill and Other Intangible Assets

During the second quarter of 2011 we performed nonrecurring fair value measurements in connection with

assigning goodwill to our segments We used relative fair value approach that is similar to the approach used

when portion of segment is to be disposed We used both the income and cost methods to estimate the fair

value of our New Ventures segment and both the income and market methods to estimate the fair values of our

Redbox and Coin segments

Fair Value of Other Financial Instruments

The carrying value of our term loan approximates its fair value and falls under Level of the fair value

hierarchy

We estimate the fair value of our convertible debt outstanding using market rate of approximately 4.5% and

7.6% for similarhigh-yield debt at December 31 2012 and December 31 2011 respectively The estimated fair

value of our convertible debt was approximately $183.7 million and $183.4 million at December 31 2012 and

December 31 2011 respectively and was determined based on its stated terms maturing on September 2014

and an annual interest rate of 4.0% The fair value estimate of our convertible debt falls under Level of the fair

value hierarchy We have reported the carrying value of our convertible debt face value less the unamortized

debt discount in our Consolidated Balance Sheets
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NOTE 19 COMMITMENTS AND CONTINGENCIES

Lease Commitments

Operating Leases

We lease our corporate administrative marketing and product development facilities in Bellevue Washington

under operating leases that expire December 31 2019 and December 31 2017

We lease our Redbox facility in Oakbrook Terrace Illinois under an operating lease that expires on July 31

2021 Under certain circumstances we have the ability to extend the lease for five-year period rent additional

office space
under right of first offer and refusal and have the option to terminate the lease in July 2016 Under

the terms of the lease we are responsible for certain tax construction and operating costs associated with the

rented space

Rent expense under our operating lease agreements was $9.0 million $8.9 million and $8.3 million during 2012

2011 and 2010 respectively

Capital Leases

We lease automobiles and computer equipment under capital leases expiring at various dates through 2019 In

most circumstances we expect that in the normal course of business these leases will be renewed or replaced by

other leases

During 2009 we entered into sales-leaseback transaction in which we sold certain kiosks and leased them back

for the same amount as the sales proceeds The transaction was considered financing arrangement and

accounted for as capital lease such that the kiosks remain on our books and continue to be depreciated Our

obligation related to the transaction was $0.0 million and $4.8 million at December 31 2012 and 2011

respectively

Assets held under capital leases are included in property
and equipment net on the Consolidated Balance Sheets

and include the following

Dollars in thousands
December 31

2012 2011

Gross property and equipment
48636 46173

Accumulated depreciation
18974 19257

Net property and equipment
29662 26916

As of December 31 2012 our future minimum lease payments are as follows

Dollars in thousands Capital Leases Operating Leases

2013 14235 $10166

2014 10325 9209

2015 5318 7715

2016
401 6041

2017
200 9105

Thereafter
77 10181

Total minimum lease commitments 30556 $52417

Less amounts representing interest 1504

Present value of capital lease obligations
29052

Less Current portion of capital lease obligations
13350

Long-term portion of capital lease obligations
15702

Includes all operating leases having an initial or remaining noncancelable lease term in excess of one year
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Purchase Commitments

General terms of our content license
agreements with studios are as follows as of December 31 2012

Early Termination
Studio End Date Option

___________

Sony 9/30/2014 None
Warner 12/31/2014 None
Fox

4/21/2015 April 2013
Paramount 12/31/201 None
Universal

8/31/2014 None

Lionsgate 8/31/2014 None

Summit 12/31/2014 None
Anchor Bay 12/31/2014 None

Agreement includes at the studios sole discretion the option for two one-year extensions following the end
date

Content licensed under the agreement is available for rental on the same day and date as the retail release

Content licensed under the agreement is available for rental after certain number of days following the

retail release

Revenue Share Commitments

Certain of our Retailer
agreements include minimum revenue share commitments through the term of the

arrangement Our minimum commitments under these agreements are presented in the following table

Dollars in thousands

Total

Redbox $48911
Coin 21667

Total minimum commitments $70578

Year Ended December 31

2013 2014 2015 2016

$25162 $20003 $2118 $1628
20000 1667

$45162 $21670 $2118 $1628

We have entered into certain miscellaneous purchase agreements primarily related to purchases of equipment
which resulted in total purchase commitments of $7.5 million as of December 31 2012

In connection with the NCR Asset Acquisition Coinstar and NCR entered into
manufacturing and services

agreement pursuant to which Coinstar Redbox or an affiliate will purchase goods and services from NCR for

period of five years from June 22 2012 At the end of the five-year period if the aggregate amount paid in

margin to NCR for goods and services delivered equals less than $25.0 million Coinstar will pay NCR the

difference between such
aggregate amount and $25.0 million We expect such margin will be fully utilized over

the five
year period by our purchases of goods and services from NCR at fair market value

Content License Agreements

We have entered into certain license
agreements to obtain content for movie and video game rentals summary of the

estimated conmiitments in relation to these agreements as of December 31 2012 is presented in the following table

Dollars in thousands

Total 2013 2014 2015

Sony 384021 $225667 $158354
Warner

238415 101772 120388 16255
Fox 219589 89100 92062 38427
Paramount 185067 89097 95970
Universal 141416 85819 55597
Lionsgate 90014 51673 38341
Summit 56593 27766 28827
Anchor Bay 39633 19443 20190

$1354748 $690337 $609729 $54682

Year Ended December 31

Total estimated commitments

Release Date

Day Date2

Delay3

Delay3

Day Date2

Delay3

Day Date2

Day Date2

Day Date2
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Letters of Credit

As of December 31 2012 we had five irrevocable standby letters of credit that totaled $6.8 million These

standby letters of credit which expire at various times through 2013 are used to collateralize certain obligations

to third parties As of December 31 2012 no amounts were outstanding under these standby letter of credit

agreements

Legal Matters

In October 2009 an Illinois resident Laurie Piechur individually and on behalf of all others similarly situated

filed putative class action complaint against our Redbox subsidiary in the Circuit Court for the Twentieth

Judicial Circuit St Clair County Illinois The plaintiff alleges that among other things Redbox charges

consumers illegal and excessive late fees in violation of the Illinois Consumer Fraud and Deceptive Business

Practices Act and that Redboxs rental terms violate the Illinois Rental Purchase Agreement Act or the Illinois

Automatic Contract Renewal Act and the plaintiff is seeking monetary damages and other relief In November

2009 Redbox removed the case to the U.S District Court for the Southern District of Illinois In February 2010

the District Court remanded the case to the Circuit Court for the Twentieth Judicial Circuit St Clair County

Illinois In May 2010 the court denied Redboxs motion to dismiss the plaintiffs claims and also denied the

plaintiffs motion for partial summary judgment In November 2011 the plaintiff moved for class certification

and Redbox moved for summary judgment The court denied Redbox motion for summary judgment in

February 2012 The plaintiff filed an amended complaint on April 19 2012 and an amended motion for class

certification on June 2012 The court denied Redboxs motion to dismiss the complaint The class certification

motion has been briefed and argued and the court has not yet ruled on the motion for class certification The

plaintiff has dismissed its claims regarding Redboxs fees and is only pursuing its claims under the Illinois Rental

Purchase Agreement Act and the Illinois Automatic Contract Renewal Act We believe that the claims against us

are without merit and intend to defend ourselves vigorously in this matter Currently no accrual has been

established as it was not possible to estimate the possible loss or range of loss because this matter had not

advanced to stage where we could make any such estimate

Related to putative class action complaint previously disclosed on March and 10 2011 shareholder

derivative actions were filed in the Superior Court of the State of Washington King County allegedly on behalf

of and for the benefit of Coinstar against certain of its current and former directors and officers Coinstar was

named as nominal defendant On April 12 2011 the court consolidated these actions as single action entitled

In re Coinstar Inc Derivative Litigation third substantially similar complaint was later filed in the same court

On April 18 2011 two purported shareholder derivative actions were filed in the U.S District Court for the

Western District of Washington On May 26 2011 the court consolidated the federal derivative actions and

joined them with the securities class actions captioned In re Coinstar Securities Litigation for pre-trial

proceedings The derivative plaintiffs
consolidated complaint was filed on July 15 2011 We moved to dismiss

this complaint on August 12 2011 on the ground that the plaintiffs had not made pre-litigation demand on our

Board of Directors and had not demonstrated that such demand would have been futile On November 14

2011 the court granted our motion and issued an order dismissing the complaint with leave to amend the

compliant On November 23 2011 plaintiffs moved to stay the action or defer filing of an amended complaint in

order to allow them time to inspect Coinstar books and records prior to any such amendment On December 22

2011 the court entered an order granting in part and denying in part plaintiffs motion The order grants

plaintiffs request to defer filing of an amended complaint but provided that if plaintiffs choose to file an

amended complaint they must pay attorneys fees incurred by defendants on the motion to dismiss the

consolidated complaint On April 2012 before expiration of plaintiffs deadline to file an amended complaint

the parties filed joint status report with the court indicating they had agreed upon proposed settlement of the

federal and state derivative actions On April 27 2012 stipulation and agreement of settlement was filed with

the court along with Plaintiffs unopposed motion for preliminary approval of the settlement On May 25 2012

the court conducted hearing on the motion On August 2012 after some supplemental briefing by the parties

the court granted preliminary approval of the settlement On November 2012 the court granted final approval
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of the settlement including $750000 in plaintiffs attorneys fees paid by the Companys insurer These
shareholders derivative actions are now resolved and the lawsuits have been dismissed with prejudice as part of

the settlement

In March 2011 California resident Blake Boesky individually and on behalf of all others similarly situated

filed putative class action complaint against our Redbox subsidiary in the U.S District Court for the Northern

District of Illinois The plaintiff alleges that Redbox retains personally identifiable information of consumers for

time period in excess of that allowed under the Video Privacy Protection Act 18 U.S.C 2710 et seq
substantially similar complaint was filed in the same court in March 2011 by an Illinois resident Kevin Sterk

Since the filing of the complaint Blake Boesky has been replaced by different named plaintiff Jiah Chung and

an amended complaint has been filed alleging disclosures of personally identifiable information in addition to

p1antiffs claims of retention of such information Plaintiffs are seeking statutory damages injunctive relief

attorneys fees costs of suit and interest The court has consolidated the cases The court denied Redboxs
motion to dismiss the plaintiffs claims upon interlocutory appeal The U.S Court of Appeals for the Seventh

Circuit reversed the district courts denial of Redboxs motion to dismiss plaintiffs claims involving retention of

information holding that the plaintiffs could not maintain suit for damages under this theory On April 25
2012 the plaintiffs amended their complaint to add claims under the Stored Communications Act 18 U.S.C

2707 and for breach of contract On May 2012 Redbox moved to dismiss the amended complaint On
July 23 2012 the court dismissed the added retention claims except to the extent that plaintiffs seek injunctive

non-monetary relief We believe that the claims against us are without merit and intend to defend ourselves

vigorously in this matter Currently no accrual has been established as it is not possible to estimate the possible

loss or range of loss because this matter had not advanced to stage where we could make any such estimate

In February 2011 California resident Michael Mehrens individually and on behalf of all others similarly

situated filed putative class action complaint against our Redbox subsidiary in the Superior Court of the State

of California County of Los Angeles The plaintiff alleges that among other things Redbox violated

Californias Song-Beverly Credit Card Act of 1971 Song-Beverly with respect to the collection and recording

of consumer personal identification information and violated the California Business and Professions Code

17200 based on the alleged violation of Song-Beverly similar complaint alleging violations of Song-Beverly
and the right to privacy generally was filed in March 2011 in the Superior Court of the State of California

County of Alameda by California resident John Sinibaldi third similar complaint alleging only violation

of Song-Beverly was filed in March 2011 in the Superior Court of the State of California County of San Diego

by California resident Richard Schiff Plaintiffs are seeking compensatory damages and civil penalties

injunctive relief attorneys fees costs of suit and interest Redbox removed the Mehrens case to the U.S District

Court for the Central District of California the Sinibaldi case to the U.S District Court for the Northern District

of California and the Schiff case to the U.S District Court for the Southern District of California The Sinibaldi

case was subsequently transferred to the U.S District Court for the Central District of California where the

Mehrens case is pending and these two cases have been consolidated At the same time the plaintiffs substituted

Nicolle DiSimone as the named plaintiff in the Mehrens case After Redbox filed motion to dismiss stay or

transfer the Schiff case was transferred to the U.S District Court for the Central District of California On
January 2013 the Court dismissed with prejudice the Schiff case for failure to prosecute and failure to comply
with court rules and orders Redbox moved to dismiss the DiSimone/Sinibaldi case and DiSimone/Sinibaldi

moved for class certification In January 2012 the Court granted Redboxs motion to dismiss with prejudice and

denied DiSimonefSinibaldis motion for class certification as moot On February 2012 Plaintiffs filed their

notice of appeal The appeal is currently stayed until March 2013 pending the California Supreme Courts

decision in case presenting similar issues involving Song-Beverly in case to which Redbox is not party We
believe that the claims against us are without merit and intend to defend ourselves vigorously in this matter

Currently no accrual has been established as it is not possible to estimate the possible loss or range of loss

because this matter had not advanced to stage where we could make any such estimate
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Other Contingencies

During the first quarter of 2012 we recorded loss contingency in the amount of $8.4 million in our

Consolidated Statements of Comprehensive Income related to supply agreement Based on subsequent periods

activity we recorded an additional $3.0 million As of December 31 2012 the amount accrued within other

accrued liabilities in our Consolidated Balance Sheets was $11.4 million representing our best estimate of loss

We believe the likelihood of additional losses material to our accrual as of December 31 2012 is remote

ITEM CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND

FINANCIAL DISCLOSURE

None

ITEM 9A CONTROLS AND PROCEDURES

Evaluation of Disclosure Controls and Procedures

We maintain set of disclosure controls and procedures as defined in Rules 13a-15e and l5d-15e of the

Securities Exchange Act of 1934 as amended the Exchange Act Management with the participation of our

Chief Executive Officer and Chief Financial Officer evaluated the effectiveness of the design and operation of

our disclosure controls and procedures as of the end of the period covered by this report and has determined that

such disclosure controls and procedures were effective

Changes in Internal Control over Financial Reporting

We also maintain system of internal control over financial reporting as defined in Rules 13a-15f and 15d-

15f of the Exchange Act No changes in our internal control over financial reporting occurred during the

quarter ended December 31 2012 that have materially affected or are reasonably likely to materially affect our

internal control over financial reporting

Managements Report on Internal Control Over Financial Reporting

Our management is responsible for establishing and maintaining adequate internal control over financial

reporting as such term is defined in the Exchange Act Rule l3a-15f Under the supervision and with the

participation of our management including our Chief Executive Officer and Chief Financial Officer we

conducted an evaluation of the effectiveness of our internal control over financial reporting as of December 31

2012 as required by the Exchange Act Rule 13a-15c In making this assessment we used the criteria set forth in

the framework in Internal Control-Integrated Framework issued by the Committee of Sponsoring Organizations

of the Treadway Commission Based on our evaluation under the framework in Internal Control-Integrated

Framework our management concluded that our internal control over financial reporting was effective as of

December 31 2012

Attestation Report of the Independent Registered Public Accounting Firm

The attestation report of KPMG LLP our independent registered public accounting firm on the effectiveness of

our internal control over financial reporting is set forth on page 42

ITEM 9B OTHER INFORMATION

None

ITEM 10 DIRECTORS EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE

The information required by this item is incorporated herein by reference to the Proxy Statement relating to our

2013 Annual Meeting of Stockholders
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ITEM 11 EXECUTIVE COMPENSATION

The information required by this item is incorporated herein by reference to the Proxy Statement relating to our

2013 Annual Meeting of Stockholders

ITEM 12 SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT
AND RELATED STOCKHOLDER MATTERS

The information
required by this item is incorporated herein by reference to the Proxy Statement relating to our

2013 Annual Meeting of Stockholders

ITEM 13 CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS AND DIRECTOR
INDEPENDENCE

The information required by this item is incorporated herein by reference to the Proxy Statement relating to our

2013 Annual Meeting of Stockholders

ITEM 14 PRINCIPAL ACCOUNTANT FEES AND SERVICES

The information required by this item is incorporated herein by reference to the Proxy Statement relating to our

2013 Annual Meeting of Stockholders
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PART IV

ITEM 15 EXHIBITS AND FINANCIAL STATEMENT SCHEDULES

Financial Statements and Schedules

The consolidated financial statements together with the report thereon of our independent registered public

accounting firm are included on the pages indicated below

Page

Reports of Independent Registered Public Accounting Firm 44

Consolidated Balance Sheets as of December 31 2012 and 2011 46

Consolidated Statements of Comprehensive Income for the years ended December 31 2012 2011

and 2010

Consolidated Statements of Stockholders Equity for the years
ended December 31 2012 2011

and 2010 48

Consolidated Statements of Cash Flows for the years ended December 31 2012 2011 and 2010 49

Notes to Consolidated Financial Statements 51

There are no schedules required to be filed herewith

Exhibits

The following exhibits are filed herewith and this list is intended to constitute the exhibit index

In reviewing the agreements included as exhibits to this Annual Report on Form 10-K please remember that they

are included to provide you with information regarding their terms and are not intended to provide any other

factual or disclosure information about the Company or the other parties to the agreement The agreements may

contain representations and warranties by each of the parties to the applicable agreement These representations

and warranties have been made solely for the benefit of the other party or parties to the applicable agreement and

should not in all instances be treated as categorical statements of fact but rather as means of allocating the

risk to one of the parties if those statements prove
to be inaccurate ii may have been qualified by disclosures

that were made to the other party or parties in connection with the negotiation of the applicable agreement which

disclosures are not necessarily reflected in the agreement iii may apply standards of materiality in manner

that is different from what may be viewed as material to you or other investors and iv were made only as of the

date of the applicable agreement or other date or dates that may be specified in the agreement and are subject to

more recent developments Accordingly these representations and warranties may not describe the actual state of

affairs as of the date they were made or at any other time Additional information about the Company may be

found elsewhere in this Annual Report on Form 10-K and the Companys other public filings which are

available without charge through the SECs website at http//www.sec.gov

Exhibit Number Description of Document

2.1 Limited Liability Company Agreement of Verizon and Redbox Digital Entertainment

Services LLC dated as of February 2012.27

2.2t Asset Purchase Agreement by and among Redbox Automated Retail LLC and NCR

Corporation dated as of February 2012.27

2.3 First Amendment to Asset Purchase Agreement by and among Redbox Automated Retail

LLC and NCR Corporation dated as of June 22 201228
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Exhibit Number Description of Document

3.1 Restated Certificate of Incorporation

3.2 Amended and Restated Bylaws.1

4.1 Reference is made to Exhibits 3.1 through 3.21

4.2 Specimen Stock Certificate.2

4.3 Indenture dated as of September 16 2009 between Coinstar Inc and Wells Fargo Bank

N.A.3

4.4 First Supplemental Indenture dated as of September 16 2009 between Coinstar Inc and

Wells Fargo Bank N.A.3

4.5 Form of 4.00% Senior Convertible Note due 2014 Reference is made to Exhibit of

Exhibit 4.4.3

4.6 Restricted Stock Purchase Agreement dated July 17 2009 between Coinstar Inc and Sony

Pictures Home Entertainment Inc

4.7 Amendment to Restricted Stock Purchase Agreement between SPHE Scan Based Trading

Corporation and Coinstar Inc dated as of July 19 2011 .23

4.8 Second Amendment to Restricted Stock Purchase Agreement between SPHE Scan Based

Trading Corporation and Coinstar Inc dated as of August 29 2011 between Coinstar Inc

and Sony.19

4.9 Restricted Stock Purchase Agreement dated June 15 2010 between Coinstar Inc and

Paramount Home Entertainment Inc.5

4.10 First Amendment to Restricted Stock Purchase Agreement dated October 26 2011 between

Coinstar Inc and Paramount Home Entertainment Inc.21

4.11 Restricted Stock Purchase Agreement dated October 26 2011 between Coinstar Inc and

Paramount Home Entertainment Inc.26

10.1 Amended and Restated 1997 Non-Employee Directors Stock Option Program.6

10.2 Executive Deferred Compensation Plan as amended and restated on December 31 2008.7

10.3 2011 Incentive Compensation Plan for Section 16 Officers.20

10.4 2012 Incentive Compensation Plan for Section 16 Officers.22

10.5 Coinstar Inc 2011 Incentive Plan.21

10.6 Equity Grant Program for Nonemployee Directors Under the 2011 Incentive Plan.19

10.7 Form of Stock Option Grant Notice and Form of Stock Option Agreement under the 2011

Incentive Plan for Option Grants made to Nonemployee Directors.19

10.8 Form of Notice of Restricted Stock Award and Form of Restricted Stock Award Agreement

under the 2011 Incentive Plan for Awards made to Nonemployee Directors 19

10.9 Form of Stock Option Grant Notice and Form of Stock Option Agreement under the 2011

Incentive Plan for Option Grants made to the CEO COO or CFO 19

10.10 Form of Stock Option Grant Notice and Form of Stock Option Agreement under the 2011

Incentive Plan for Option Grants made to Executives other than the CEO COO or CFO.19

10.11 Form of Notice of Restricted Stock Award and Form of Restricted Stock Award Agreement

under the 2011 Incentive Plan for Awards made to the CEO COO or CFO.19
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Exhibit Number Description of Document

10.12 Form of Notice of Restricted Stock Award and Form of Restricted Stock Award Agreement

under the 2011 Incentive Plan for Awards made to Executives other than the CEO COO or

CFO 19

10.13 1997 Amended and Restated Equity Incentive Plan.9

10.14 Form of 1997 Amended and Restated Equity Incentive Plan Stock Option Grant Notice for

option grants made prior to December 12 2005 10

10.15 Form of Restricted Stock Award under the 1997 Amended and Restated Equity Incentive Plan

for awards made prior to December 12 2005.1

10.16 Form of 1997 Amended and Restated Equity Incentive Plan Stock Option Grant Notice and

Form of Stock Option Agreement for option grants made between December 12 2005 and

March 30 2010 to the CEO COO or CFO.7

10.17 Form of 1997 Amended and Restated Equity Incentive Plan Stock Option Grant Notice and

Form of Stock Option Agreement for option grants made after March 30 2010 to the CEO
COO or CFO.8

10.18 Form of 1997 Amended and Restated Equity Incentive Plan Stock Option Grant Notice and

Form of Stock Option Agreement for option grants made after December 12 2005 to Plan

Participants other than the CEO COO or CFO.7

10.19 Form of Notice of Restricted Stock Award and Form of Restricted Stock Award Agreement

under the 1997 Amended and Restated Equity Incentive Plan for awards made between

December 12 2005 and March 30 2010 to the CEO COO or CFO.7

10.20 Form of Notice of Restricted Stock Award and Form of Restricted Stock Award Agreement

under the 1997 Amended and Restated Equity Incentive Plan for awards made after

December 12 2005 to Plan Participants other than the CEO COO or CFO.7

10.21 Form of Notice of Restricted Stock Award and Form of Restricted Stock Award Agreement

under the 1997 Amended and Restated Equity Incentive Plan for Performance-Based Awards

made prior to March 30 2010 to the CEO COO or CFO.7

10.22 Form of Notice of Restricted Stock Award and Form of Restricted Stock Award Agreement

under the 1997 Amended and Restated Equity Incentive Plan for Performance-Based Awards

made on or after March 30 2010 to the CEO COO or CFO.8

10.23 Form of Notice of Restricted Stock Award and Form of Restricted Stock Award Agreement

under the 1997 Amended and Restated Equity Incentive Plan for Performance-Based Awards

to Executives other than the CEO COO or CFO.7

10.24 Amended and Restated Equity Grant Program for Nonemployee Directors under the Coinstar

Inc 1997 Amended and Restated Equity Incentive Plan as amended on June 2007.12

10.25 Form of Restricted Stock Award under the 1997 Amended And Restated Equity Incentive

Plan for Awards Made to Nonemployee Directors 13

10.26 Form of Stock Option Grant under 1997 Amended and Restated Equity Incentive Plan For

Grants Made to Nonemployee Directors 13

10.27 Summary of Director Compensation

10.28 Policy on Reimbursement of Incentive Payments.7

10.29 Amended and Restated Employment Agreement dated as of April 2009 between Coinstar

Inc and Paul Davis.14
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Exhibit Number Description of Document

10.30 Amended and Restated Change of Control Agreement dated as of April 2009 between

Coinstar Inc and Paul Davis.7

10.31 Employment Agreement dated as of April 2009 between Coinstar Inc and Gregg

Kaplan 14

10.32 Change of Control Agreement dated as of April 2009 between Coinstar Inc and Gregg

Kaplan.14

10.33 Letter Agreement dated as of April 2009 between Coinstar Inc and Gregg Kaplan.14

10.34 Amendment to Letter Agreement dated as of May 2009 between Coinstar Inc and Gregg

Kaplan.15

10.37 Employment Agreement between Coinstar Inc and Scott Di Valerio dated January 19

2010.16

10.38 Change of Control Agreement between Coinstar Inc and Scott Di Valerio dated

January 19 201016

10.39 Offer Letter between Coinstar Inc and Saul Gates dated April 26 2010.17

10.40 Letter Agreement between Coinstar Inc and Timothy Hale dated April 10 2009.22

10.41 Form of Change of Control Agreement.23

10.42 First Amendment to Form of Change of Control Agreement.7

10.43 Form of Notice of Restricted Stock Award and Form of Restricted Stock Award Agreement

under the 2011 Incentive Plan for Performance-Based Awards to the CEO COO or CFO.27

10.44 Form of Notice of Restricted Stock Award and Form of Restricted Stock Award Agreement

under the 2011 Incentive Plan for Performance-Based Awards to Executives other than the

CEO COO or CFO.27

10.45 Offer Letter for Maria Stipp dated June 201 l.29

10.46 Change of Control Agreement between Coinstar Inc and Maria Stipp dated June 27

201 1.29

10.47 Offer Letter for Anne Saunders dated August 2012.29

10.48 Employment Agreement between Redbox Automated Retail LLC and Anne Saunders dated

August 27 2012.29

10.49 Change of Control Agreement between Coinstar Inc and Anne Saunders dated August 27

2012.29

10.50 Offer Letter between Coinstar Inc and Tad Larsen dated December 2012.30

10.51 Offer Letter dated January 2013 between Coinstar Inc and Scott Di Valerio.31

10.52 Amended and Restated Employment Agreement entered into on January 2013 and effective

as of April 2013 between Coinstar Inc and Scott Di Valerio.3

10.53 Offer Letter dated January 2013 between Coinstar Inc and Galen Smith.31

10.54 Employment Agreement entered into on January 2013 and effective as of April 2013

between Coinstar Inc and Galen Smith.31

10.55 Change of Control Agreement dated as of January 2013 between Coinstar Inc and Galen

Smith.31

90



Exhibit Number Description of Document

10.56 Second Amended and Restated Credit Agreement dated July 15 2011 among Coinstar Inc

as borrower Bank of America N.A as administrative agent Merrill Lynch Pierce Fenner

Smith Incorporated and Wells Fargo Securities LLC as joint lead arrangers and joint book

managers Wells Fargo Bank National Association as syndication agent HSBC Bank USA
National Association Royal Bank of Canada and U.S Bank National Association as co

documentation agents as well as other lenders that are parties thereto.24

10.57 First Amendment to Credit Agreement dated as of October 25 2011 among Coinstar Inc as

borrower Bank of America N.A as administrative agent
for the lenders and the other

lenders party thereto.26

10.58 Stock Purchase Agreement dated as of August 23 2010 among CUHL Holdings Inc

Coinstar E-Payment Services Inc Coinstar Inc Coinstar UK Holdings Limited and Sigue

Corporation 18

10.59 First Amendment to Stock Purchase Agreement dated as of May 31 2011 by and between

Coinstar Inc Coinstar E-Payment Services Inc CUHL Holdings Inc Coinstar UK Holdings

Limited and Sigue Corporation.25

10.60 Second Amendment to Stock Purchase Agreement by and between Coinstar Inc CUHL

Holdings Inc and Sigue Corporation dated as of May 31 2012.28

21.1 Subsidiaries

23.1 Consent of Independent Registered Public Accounting FirmKPMG LLP

31.1 Certification of Chief Executive Officer pursuant to Section 302a of the Sarbanes-Oxley Act

of 2002

31.2 Certification of Chief Financial Officer pursuant to Section 302a of the Sarbanes-Oxley Act

of 2002

32.1 Certification of Chief Executive Officer pursuant to 18 U.S.C Section 1350 as adopted

pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

32.2 Certification of Chief Financial Officer pursuant to 18 U.S.C Section 1350 as adopted

pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

10l.INS XBRL Instance Document

101.SCH XBRL Taxonomy Extension Schema

101 .CAL XBRL Taxonomy Extension Calculation Linkbase

101 .DEF XBRL Taxonomy Extension Definition Linkbase

101 .LAB XBRL Taxonomy Extension Label Linkbase

10i.PRE XBRL Taxonomy Extension Presentation Linkbase

Indicates management contract or compensatory plan or arrangement

Portions of this exhibit have been omitted pursuant to confidential treatment order by the Securities and

Exchange Commission

Incorporated by reference to the Registrants Form 8-K filed on October 26 2010 File Number 000-22555

Incorporated by reference to the Registrants Annual Report on Form 10-K for the year ended December 31

2009 File Number 000-22555

Incorporated by reference to the Registrants Form 8-K filed on September 16 2009

File Number 000-22555
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Incorporated by reference to the Registrants Quarterly Report on Form 0-Q for the quarter ended

September 30 2009 File Number 000-22555

Incorporated by reference to the Registrants Quarterly Report on Form 10-Q for the quarter ended June 30

2010 File Number 000-22555

Incorporated by reference to the Registrants Annual Report on Form 10-K for the year ended December 31

2000 File Number 000-22555

Incorporated by reference to the Registrants Quarterly Report on Form 10-Q for the quarter ended

March 31 2009 File Number 000-22555

Incorporated by reference to the Registrants Quarterly Report on Form 10-Q for the quarter ended

March 31 2010 File Number 000-22555

Incorporated by reference to Appendix of the Registrants Definitive Proxy Statement on Form DEF 4A

filed on April 23 2010 File Number 000-22555

10 Incorporated by reference to the Registrants Quarterly Report on Form 0-Q for the quarter ended

March 31 2005 File Number 000-22555

11 Incorporated by reference to the Registrants Form 8-K filed on January 20 2005 File Number 000-22555

12 Incorporated by reference to the Registrants Quarterly Report on Form 0-Q for the quarter ended June 30

2007 File Number 000-22555

13 Incorporated by reference to the Registrants Form 8-K filed on June 14 2006 File Number 000-22555

14 Incorporated by reference to the Registrants Form 8-K filed on April 2009 File Number 000-22555

15 Incorporated by reference to the Registrants Quarterly Report on Form l0-Q for the quarter ended June 30

2009 File Number 000-22555

16 Incorporated by reference to the Registrants Form 8-K filed on January 20 2010 File Number 000-22555

17 Incorporated by reference to the Registrants Form 8-K filed on May 2010 File Number 000-22555

18 Incorporated by reference to the Registrants Form 8-K filed on August 24 2010 File Number 000-22555

19 Incorporated by reference to the Registrants Quarterly Report on Form 10-Q for the quarter ended

September 30 2011 File Number 000-22555

20 Incorporated by reference to the Registrants Quarterly Report on Form l0-Q for the quarter ended

March 31 2011 File Number 000-22555

21 Incorporated by reference to Appendix of the Registrants Definitive Proxy Statement on Form DEF 14A

filed on April 25 2011 File Number 000-22555

22 Incorporated by reference to the Registrants Quarterly Report on Form l0-Q for the quarter ended June 30

2011 File Number 000-22555

23 Incorporated by reference to the Registrants Form 8-K filed on March 2007 File Number 000-22555

24 Incorporated by reference to the Registrants Form 8-K filed on July 21 2011 File Number 000-22555

25 Incorporated by reference to the Registrants Form 8-K filed on June 2011 File Number 000-22555

26 Incorporated by reference to the Registrants Annual Report on Form 10-K for the year ended December 31

2011 File Number 000-22555

27 Incorporated by reference to the Registrants Quarterly Report on Form 10-Q for the quarter ended

March 31 2012 File Number 000-22555

28 Incorporated by reference to the Registrants Quarterly Report on Form 0-Q for the quarter ended June 30

2012 File Number 000-22555

29 Incorporated by reference to the Registrants Quarterly Report on Form 10-Q for the quarter ended

September 30 2012 File Number 000-22555

30 Incorporated by reference to the Registrants Form 8-K filed on December 2012

File Number 000-22555

31 Incorporated by reference to the Registrants Form 8-K filed on January 2013 File Number 000-22555
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SIGNATURE

Pursuant to the requirements of Section 13 or 15d of the Securities Exchange Act of 1934 the registrant has

duly caused this report to be signed on its behalf by the undersigned thereunto duly authorized

COINSTAR INC

By Is SCOTT Di VALERIO

Scott Di Valerio

Chief Financial Officer

February 82013

Pursuant to the requirements of the Securities Exchange Act of 1934 this report has been signed below by the

following persons on behalf of the registrant and in the capacities indicated on February 2013

Signature Title

Is PAUL DAVIS Chief Executive Officer and Director

Paul Davis Principal Executive Officer

Is SCOTT Di VALERIO Chief Financial Officer

Scott Di Valerio Principal Financial Officer

Is TAD LARSEN Chief Accounting Officer

Tad Larsen Principal Accounting Officer

Is DEBORAH BEVIER Chair of the Board

Deborah Bevier

Is ARIK AI-BTOV Director

Arik Ahitov

Is NELSON CHAN Director

Nelson Chan

Director

Nora Denzel

Is DAVID ESKENAZY Director

David Eskenazy

Is ROBERT SZNEWAJS Director

Robert Sznewajs

Is RONALD WOODARD Director

Ronald Woodard
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PERFORMANCE GRAPH

The following graph shows the total stockholder return of an investment of $100 on December 31 2007 for

Coinstar common stock ii the NASDAQ Composite Index and iii the Russell 2000 Index All values

assume reinvestment of dividends and are plotted below as of December 31 of each fiscal year shown The stock

price performance shown in the graph is historical and not necessarily indicative of future price performance

$0

COMPARISON OF YEAR CUMULATIVE TOTAL RETURN
AMONG COINSTAR INC THE NASDAQ COMPOSITE INDEX

AND THE RUSSELL 2000 INDEX
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Note Regarding Forward-Looking Statements Contained in this Annual Report This Annual Raport

contains forward-looking statements covered by the safe harbor provisions under the Private Securities

litigation Reform Act of 1995 These statements relate to future events or future financial performance In

some cases you can identify forward-looking statements by terminology such as anticipate believe

continue could estimate expect intend may might plan potential predict
should or will or the negative of such terms or other comparable terminology however the ab
sence of such terms does not mean that particular statement is not forward-looking Forward-looking

statements are only predictions and involve known and unknown risks uncertainties and other factors

that may cause Coinstars actual results performance or achievements to be materially different from any

future results performance or achievements expressed or implied by the forward-looking statements You

should not place undue reliance on these forward-looking statements You may also refer to Coinstars

most recent reports filed with the Securities and Exchange Commission including the Annual Report on

Form 10-K enclosed herein for factors that may impact future results Coinstar undertakes no obligation

to publicly update or revise any forward-looking statements whether as result of new information

future events or otherwise unless required by law
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